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PREFACE 


This paper has provided me with ar opportunity to inves- 
tigate in depth a situation that has been a source of concern to 
the Marine Corps and the Department of Defense for mézy years. 
Tne problem is the operation and function of tne "Marine Corps 
Stock Fund," a working capital fund estabdlisnead within the . .rine 
Corps and the Department of Defense upon autnority c. ane Con- 
aress of the United States. Since its inception the .. rine 
Corps Stock Fund has continued to grow in size and scove, without 
Merit ave Criteria Bis tO wnat items should or ShouLe® 2oc Soe 
mended an tne stock fund. 

Various research papers have been compiled cor. she 
“distory and Functions of the Stock Funds," but little if any, 
reference has ever been made to tne contro ling principle t- 
has determined its effectiveness, the "Hxclusion or Inclusio.. 
Criteria.” 

The objectives of this paper are three fold: 

1. To trace the evolution of the Marise Corse 
Stock Fund Exclusion Criteria from the beginning to the presenz. 

2. To relate its effect on the operation of tne 
fund and compare it with the other military services. 

3. To evaluate the effectiveness of the pas. 


and current exclusion criteria. 
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To attain these objectives necessitates a review of the 
history and origin of the stock fund, its purpose and aims, and 
@ close examination of the inclusion and/or exclusion criteria 
mmaer Which the Marine Corps Stock Fund operaves. Of svecial 
interest are the different philosophies of the various services 
with respect to the exclusion of material from the stock fund. 

This paper will also examine the problems created in the 
management of the stock fund and combat activities as 2 result 
of the wholesale inclusion of items by category. 

in general, the information and situations in tnis vaper 
are supported by and are a matter of official government admin- 
istrative or financial records, reports or starr studies. A 
valuable link in available data was provided from the responses 
received to the questionnaire shown in Appendix Ii. 

ihe ettorts required of the writer to complete this 
paper have made a significant contribution to his understanding 
and appreciation for the problems and benefits of utilizing a 
working capital fund to finance consumable material in the Marine 
Corps. May it also be of value to those who have an interest in 
why and how a "regurgitating gastinator" is designated as a Stock 


Fund Account (SFA) or Appropriated Stores Account (ASA) item. 
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CHAPTER I 


HISTORY AND INITIAL STOCK FUND 


CRITERIA CONCEPT 


The stock fund used in the military services of the 
United States is a method of financing specified materials for 
mse in military departments. The concept, although called by 
various names, is one of financing material through a revolving 
fund. the first of such funds was established in the Jnited 
States Navy in 1878. Designated as the "General Accounting of 
Advances," it derived its capital through the annual appropri- 
ations made to the Navy and each year temporarily ceased to 
meewolve” Wwntil it was replenished, This concept was ~estrictved 
to the Navy until passage of the "National Seen ey Act Amendment 
of 1949, Public Law 216," which authorized the use of the re- 
volving fund in all Military Departments. 

During the period its use was resvricted to the Navy, 
mmaceovock Fund concept underwent several changes in 1lts evolution; 
Mavoiving Inclusion criteria and identifying titles. An early 
step in the evolution was an Act of Congress passed on Marcn 3, 
1893, creating "The Naval Supply Fund," which was credited wits 


the sum of $200,000 for the purchase of ordinary commercial 


supplies. 





PMG une occreuvaryror sone [reasury 6S 4eredy aucnorized 
and directed to cause general account of advances to be 
charged with the sum of two hundred thousand dollérs, nich 
auielmu shall be Carried to the credit of a sermanent @aval 
supply fund to be used under the direction of tne Secrevary 
of the Navy in the purchase of ordinary commerciai suvo.ies 
for the naval service, and to be reimbursed from the proper 
naval appropriations whenever the supplies purchased uncer 
said fund are issued for use. 

Three features of this Act merit-special attention. 

the first was the fact that money was appropriated or transferred 
from the “General Account of Advances," (a fund consisting of the 
sum total of all Naval appropriations) and not from the general 
fiandeeor the Treasury. Second, it stipulated that only ordinary 
Commerical supplies could be purchased with the fund, cnus for 
Paemirrsy time defining inclusion ¢riteria. And finally, reine 
bursement from the proper appropriation was to be made upon issue 
of stock from the fund. 

The success of this management concept is attested to 

by the fact that seventy years later in 1963 revolving funds in 
the military establishments had increased to approximately $7.5 
billion.¢ Even allowing for price level changes the increase 
was considerable. 


By 1898 the fund had increased to $1,500,000 and by the 


end of the year purchases had amounted to $1,834,190.10. 





TUeaoemeey Stabuteste 7eGmmact Ore Narches, 1093. 


2u, S., Department of Defense, Working Capital Funcs of 
the Department of Defense, 30 June, 1963, p. 68. 





Between 1893 and 1942 the fund convinued to increase in 
Segewanusscope, and the eriteria expanded te inelude Salp revais 
parts and other technical materials. 

The term stock fund was first introduced in i942 when 
Certain technical items were removed from the supply fund to 
Emeple 10 to function like a storekeepning account and its name | 
was changed to "The Naval Stock Fund." this -Conce or on nr 


material was not extended to the Marine Corps or the U. S. Army, — 


Nnowevere 











After World War II greater efficiency in inventory con- 
trol and financial management became necessary in tne entire 
military establishment. Since the Navy had been successful with 
the use of its stock fund, this concept of management was extehied | 
wo che other services by the creation of working capital funds 
under Section 405 of Title IV of the National Security Act, au- 
tnorizing the establishment of the Department of Defense Stock 
runds. 

iy Order more erreccive ly Go COoncgrol and a2ccoun: 7on 

the cost of programs and work performed in tne Department 
Ora vetense, the secretary of Detense Ts authorized vo re= 
quire the establishment of working capital funds ir. the 

Department of Defense for the purpose of: (1) Financing 


Mavenvorves Of; Such Stores, eee , materials, and equip- 
Menb as ne may designate; <2. 


3Historv OD Navel Stock Hund ancm aval scunply Scecour. 
macolwOnrroubDoOlLeSoana@ AcCCOuzcs, 1945... Dp. “eo. 


ty 


4y, S. Congress, 81st Congress, ist Session, Natioxnal 


Security Act Amendments of 1949, Public Law 216, (Washington 
Government Printing @rfice* 1949). 
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Cr tne two types of Working capital funds (industrial 
and stock) established under the National Security Act, this 
paper will be devoted to the discussion of stock funds. 

A stock fund is a working-capital fund established to 
finance the acquisition and maintenance of materials, supplies 
and equipment for sales within a military department or to otner 
military agencies and personnel. Its purposes generaily are to 
achieve more effective management of inventories, materials, 
Supplies and equipment, realize greater economy in utilization 
of such materials through budgetary and fund control, and to 
improve the supply support to combat organizations through its 
trex bility and revolving characteristics. 

These purposes may be attained through several opera- 
tional characteristics and advantages which are inherent ina 
successful revolving capital fund. 

Current cash assets will be provided automatically for 
replenishment of stocks through reimbursement of Lhe Slvocwes ane 
for material consumed or sold, as obligations may be placed 
Without being restricted by the appropriation process. The pro- 
curement of stock fund items can be accomplished on a more timely 
basis to take advantage of market trends and changes. 

This method of financing provides an efficient means 
GOnRTcOnSOljIGating procurements of the various services under One 
agency and facilitates buying and selling between the services. 
Flexibility in the management of inventories can be realized 


because stocks may be readily procured from tne stock funds by 
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Reserve UGiES And Civilian agencies o: tne Defense Devertmenc. 

Under this system, reserve stocks of consumat_les are 
aess likely to be depleted because when they are diverved to 
meet current needs, the fund is reimbursed for replacvGnent. 

The stock fund concept also promotes greater cose con- 
sciousness, economy, and efficiency in the use of material that 
moees not exist when financial control over material is confined 
CO procurement requirements. 

One result of use of the stock fund is the fact thaz 
budget estimates and reported costs of materials, supp.ies and 
-apment issued from the stock fund are stated upon che basis 
of consumption rather than purchase. The use of SiS 2CCrac 
basis of accounting for appropriations provides controi of tne 
costs of operating all activities, including budgetary reviews 
of all programs. 

The stock fund operates generally tnrough tne use or 
permanently appropriated capital. Items of supply are purcnased 
or capitalized and distributed to users upon demand. Upon with- 
drawal of items from stock,the stock fund is reimbursed. Tris 
generates funds for procuring additional material to ce placed 
in inventory for another cycle of distribution and witndrawal. 
There are at least three methods by which the stock fund may be 
GRelmbursed. 

i. ence “are appropriated by Congress for the 
Pimepose Of procuring new 1vems Of equipmeny under “Procureneuy 


ana Froauction™ appropriations. items may be procured from tre 





SuGCK™IUnaSs GO SAatiSiy Speciiic Gequicements of new items of 
Seulpment being procured or produced and the appropriate pro- 
Seuremenvueappropriation charged. 

2. Congress also appropriates funds Tor vne cost 
of “operating and maintaining" the defense estadlishments. Costs 
under this heading include the revair and.overhaul of vehicies, 
ships, aircraft and equipment, cost of force or fleet opera- 
tLOnNS, medical care and supply distribution. The “maintenance” 
morteLons of these appropriations include, but are not necessarily 
limited to, the cost of maintaining the established Tacilities 
Within the Department of Defense. Upon the receipt of an item 
Weote pie Stock fund, the “operation and maintenance ailocation” 
of the organization will reimburse the stock fund for the cost 
of the item. Figure I illustrates the concept of the operation 
and maintenance appropriation flow of funds and material. 

3. The stock fund maintains inventories of com- 
missary stores and troop uniform clothing, and a auvomatically 
reimbursed when a Marine buys an item of clothing from the Marine 
Corps Clothing Cash Sales Store or when a dependent purchases an 
miem trom the sales commissary store. Tne principle followed 
in the conduct of stock funds is similar to that of a commerical 
merchandising enterprise except that there is no sales promotion 
and Operations are conducted on a break-even basis. 

For convenience and efficiency the Marine Corns Stock 
Fund operates supermarkets called "self-service-centers." Trese 


are stock fund outlets that carry inventories of high usage items 
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SUucCmas Mand VOOIS, KOpe, paint, brusnes, stationery supplies 
SucmOouner COMMeErClalerype Lvems., Through the use of credit cards 
SmmOreamezaclon can purchase the items cesirea and charge its 
operation and maintenance fund for the amount of the sale. 
Although no records are kept of what items were purchased, the 
Somereecislver reiiects the amount of eCach-purchese and the account 
mumper Of the purchaser. 
Hemaolishment of Department of Defense Stock Funds. When the 
stock funds for the four military services were establishec under 
legislation enacting section 405 of Title IV to the National 
Security Act of 1947 as amended in 1949, disex retionary powers 
Weme riven to the secretary of Derense for their impleentvatiion. 
ihe Secretary was empowered by the law to make the use of stock 
funds mandatory in the individual departments. To date, he has 
amudorized but not required the services to install stock funds 
ieee mbain selected areas. This rilexibility permits oroad in- 
berpretations of the criteria for these funds which accounts for 
Bie Gitierence in concepts between the services and will be dis- 
cussed in detail later. 

By a Deparncument. O01 Detense, Direcvive. tue Seecevar) or 
Defense established in the military departments consolidated 
working-capital funds known as the "Army Stock Fund,” “Navy Stock 
Bum "Marine Corps Stock Fund,” and "Air Porce Stock Fund. 


yp Seg Leparrmcneson Belensce. Ree mtati ons, Goveciane 
Stock Fund Operations, DOD Directive 74206: l.of seoruary 1, i954. 














WaemGeprecE) ue. Purther spec. i .eds 


When it is believed by one of the military devartzents, or 
by thle Assistant Secretary of Defense (Compc roller, eae. 
Ene ow jlecLives Of the use of Stock Funds will be eacnieved 


Paeone Or more Specific areas of supply operaclious, a 


charter shall be prepared by the military (eer CSenL tc 
govern such operations, subject bo the profes 2042s of ctrese 
ReGutatLonse “ADprOoVal Of Ghee Chanter by vee BES suant 
Secretary of Defense (Comptroller), with tne advice of the 
Assistant Secretary of Defense (Supply and Logistics) shail 


be required before commencement of a 

the establishment of a stock fund does nov in itself 
memvc any problems or create efficiency. Before any management 
Emire1ency can pe realized, one basic question must be answered 
Mmideeare the criteria that will determine the types of materia 
momoee included in or excluded from the stock fund? ‘f< is not 
Gifficult for a retail firm to determine what products will »5e 
Mmmmueed in their line, Since success 1s measured by the orozfivs 
meoomeczed.s. A military stock fund, however, must be based on a 
Zeteomprorit Operation by item, and cannot offset icsses of one 
mreiewien Nnigher profits on another. 

ii aneetremiprmroelult PUP Eine mDurDeSeSs enGnOo Ceulmrcs 


M@ecmred Of the stock fund, the Devartment of Defense estabii shed 


ct 


criteria to be observed by the’ services in determining wha 
material would be included in the funds. Basically the in- 
SweMewLons Speciiied that the material would be included by cave= 
Bomies rather than by individual items, such as motor transport, 
Eworhing and textiles, communications and €lectmenics. The 
Pareporles MUSv De USed In a MumMbper Of Consuming activities enc 


Pvc mommRecurrine CeManG LO Tisure. bae .nVeSvnenc wie. 10l begoae 





OTpid., par. V. 
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Deezchae illo is reterread to ase" yne general oprucenvial rues” 
Deems Wimiin these Categories that were aucnorized tc se exeleg@ed 
from the stock fund include major ivems of equipment, capiva 
investments, nonstandard items and items still in a stage o> re-~ 
Beoren and development. Use of this criteria, ailtnougn broad in 
Gefimition, applies equally to ali services. Consequently in 
practice it is applied in varying degrees of uniformity between 
the services. One service may include a widget and exclude 2 
genastator from its stock fund, another may include tre genas-~ 
Power and exclude the widget, while the Marine Corps may in all 
probability include both items in its stock fund. It was in- 
evitable that this situation would create management problems 
within the Department Of Det cnuse = -COrrecu1 VevecLri On vas Hoe 
initiated by the Department of Defense until Late 1962 and as of 
January 1965 the 1956 Department Directive 7420-1 had not been 
officially revised; however, the military departments by special 
authorization from the Department of Defense have erfected some 
i”ebhusion criteria changes. 
Ppemnerine Corps stock Fund, The Marine Corps in fuifiliing its 
Gore as. 2 police force for the Navy” in Korea, was delayed in 
establishing a stock fund. Then under great pressure and with 
insufficient time, the Marine Corps obtained a charter and com- 
menced operation of a stock fund on July 1, 1953, selecting 
proad categories of items to be inciuded in the fund. 

The charter for the Marine Corps Stock Fund was re- 


established March 12, 1956, and included the following major 





_— 
eer 


et 


cemeeommes Or Maveorlal,~weloching and vexvu.les, electronics, 
ener necrmtuel, general Supply, motor UCransvor:, Orcnance, sup= 
sistence, and commissary stores. The fund is still overating 
under this charter. (See Appendix I) The Corps’ inclusion 


Cmitveria had two distinctive features it was clear and adul 


miewusives, No further clarification of the criteria was required 


because the charter clearly stated that all Secondary items 
Meum LNne Categories of material approved for financing under 


the stock fund should be included in the fund as expediviously 


as possible. Shortly thereafter over 90% of all line items within 


a 
ete @ 


Geeeliarine Corps Supply system were incluc 


Cb 


The Marine Corps, Army and Navy through June 30, 1962 
followed the general criteria published in the Denartment oat 
Defense Directives. The Air Force on the other nand, took an 
Bacirely different point-of-view whicn will be discussed laver. 
Re-alignment and evaluation programs to clarify the CFIC Ra 
were initiated about July 1, 1962 and will be discussed in sub- 
He@ucie chapcers. In Summary, Che criteria for inclusion or 
exclusion of items as of 1956-1958 were: 

1. Determination is generally made by standard 
material groupings used by the military devartments. 
2a) PCOSU TO! Ltems Waen Fosued 1 Or Use are 


Chargeable to a number of consuming activities or items are 


Cup S., Department of Derense, Regulations Governing 


Gite 
i 


stock Fund Operations, DOD Directive 7420.1 of December 19, 
1956, De O. 
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Hew pia ly tor sale to personnel. 

Sener endcre lect tere must moe eam CCi ered a Ge ae 
for the items so that investment shall not become frozen ("“ vnre 
general prudential rule"). 

4, Items included shall be these held for issue 
for supply purposes and not those held fon capital investmext 
Or for use. The following types of items are excluded’ 

an, Shealvesvave,, installed equipment. 17 
muowrral Or Similar machinery in use, or in stock. 

Den JAUPICral tarsi i Dove eenns eae any 
type vehicles, artillery and similar items. 


Components of such items or relatively minor items 


Ol equipment are not excluded if tney are in stock ana are subjec 


to recurring demand. 

S. tndividuel items shall be excluded ii eae 
fully developed and are not expected to be stocsea as stancard 
Meverrval for continuing use. 

6. Normally, the items should be standarized or 
POomsuvi bute Substitutes for standard items. 

Pe pevocws st Or resale to. vérscnne! O71 wine famed 
pervices shall be included only to the extent legislation 
authorizes. 

8. When a category of material is stock-funéed, 
mobilization reserve stocks will be included. 

9. "Consumable” items are to be included when 


the material is expected to be expended to operating and 


ie ia aepenpemanyr canines Semmens seanionaer 
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maintenance appropriations. However no nard and fast ce 
may be drawn. 

10. Generally, for stock-funded categories, 
mucQO included are all local purchase of such material. 

LHeOMDR SCE DrinGupLenor mene GlOCie TWicen Ss - boa cc VOmmines 
characteristic, without which it ceases to be a workinzg-capival 
fund. Therefore, the exclusion criteria and their interpretation 
have serious implications for this principle. There are basically 
two ways to approach the criteria principle: 

lee that alla~ivens are (FO be. include crextene 
waose tLnat can be justifiably™excluded or, 

Ze, NOPeLeEMS Wills be included exce du. coose woe 
will enhance the revolving aspects. 

The above approaches are complicated in that the ex- 
emus. oOn Or inclusion determination will be by category and nov 
by individual items. 

The Marine Corps, Army and Nevy Seneea tis included a 
iewmum number Of secondary items in Cneir stock funds: whereas, 
che ee Force took the second approach and has taken the position 
that there are no characteristics of stock fund operation per 
se, which provide more effective supply management. © Theix 
Objective is to use the revolving fund concept of financing when- 


ever Unis method is the most practical, efficient, and econon- 


eal means of insuring highly responsive and effective logistical 





By, S., Congress, Senate, The Overation of Stock Funds 


ace Migitary Establishment, 86th Cong., 2nd Sess., 1960, 
ie Res. Z 1 De ae 
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SuppOuue tererore, the Air Force exciuces tre following type 
items from its stock fund:7 

1. Mission essential items (i.e., technical 
repair parts) and those that cannot be subjected to adminis-~ 
trative constraints at the consumer level. 

2. Items over whose rate of demand or utilization 
the local managers have little or no control and items veculiar 
to a weapons system which are procured at a higher ievel. 

oe wLUEMS SUDJCCe, CO AianeOusOlescence yea) wigs. 
Mig may be repaired or rebuilt. 

4. Items that defy demand predictiion and those 
Woceally procured from sources outside the Department of Derense. 

iy eS vObVIOUS “tUhae the Alc ef oOrcetis Cat coria worduace 
different from that of the Marine Corps and considered by many 
Wemoe incompatibie with the Department of Derense policies. in 
1959 Mr. John M. Spargue, Deputy Assistant Secretary of Derense 
wrote in this connection: | 
MaicwWepartment Of the Airy Force has installed the. use oF 
stock funds at all levels for categories of material whicr 
are generaily known as “common use,” but it nas not used 
wmle —SLvocKk fund to finance inventories of spare parts or 
Guaer Cavesories’or technical maverial. Jit has nov yee 
DiinZedetne STOCK funds POurinance, general Supolies” 
below the depot level nor local procurement of common con- 


mercial consumption-—type material. in this réspect, it is 
dikely that the Air Force will find useful some of the 





70. Se, Department of Defense, Overating Pund/Stock 


Fund Study, October 5, 1962, p. 22. 
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Taipie i reflects the categories of items and their values 
Pimeeare included in the stock funds of the Marine Corps, Army 
and Air Force as of June 30, 1962, further illustrating the 
Woemrance in scope of the stock funds among the deparcements. 

Table 2 illustrates the impact of the exclusion criteria 
eomemne principle of a revolving fund. The Marine Corps’ turn- 
over of capital and operating stocks for 1962 were .46 and 1.5 
respectively, while those of the Air Force were 2.3 and 8.4. 

Does this indicate the revolving aspect of the Marine Corps Stock 
Fund is unsatisfactory or does it indicate that the exclusion 
criteria for the Air Force is improperly managed? Answers to 
Boesesand Other questions will be dealth with in subsequent 
chapters. Even with the problems that stem from the need to 
manage a large and Sluggish technical inventory, and at the san 
time retain the self-perpetuating characteristics of the re- 
Voivdme fund, the Johnson Committee made the following statement 
Maerelation Co the overall effectiveness of the stock Tund; 
Effective supply management has been achieved as evidenced 
by the recoupment of nearly $5 billion of excess cash 
balances which has been or is scheduled for transfer by 


authorization of the Congress to the Treasury or to other 
Defense appropriations through Fiscal Year 1960. This 





10) etter from Assistant Secretary of Defense Comptroller, 
to Committee on Appropriations, House of Representatives, 
Washington, D. ©C., October 20, 1959. 
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CAPITAL AND INVENTORY TURNOVER* 
FISCAL YEAR 1962 
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Items | Marine Corps | ween’ ri 





Sales (reimbursable issues) | 


= 


(millions) $124.0 22,274 ) $1,314 
| | 

Total inventories (millions) SVaaua es | Mae va72 3 298 

Operating stocks (millions) | we os 0 S804. 28 157 


Operating stock percentage 
of total inventory % 33% 35% | 53% 


Operating stock turnover 


based on sales (times) eS 2.8. 8 ug 


| 
Total capital (end of period) 507 «0 92,750.65 | wr. S66, 2 


Capital turnover based on | | 
sales (times Tica 89 eG 


wus o.5 LDeparvmenl of Derense, Working Capital 2unds sor 
Mie wmepartment of Defense, 30, June, 1962. 


SO aaa tangible evidence on the merit or tne stocx 
und progran. 

Ironically as it may seem, the most definitive anc 
Besaiy understood exclusion and inclusion criteria esvablisned 
for a military revolving fund was done in 1893 with the words 
"ordinary commercial supplies.“ Since that time the funds and 
their criteria have become increasingly complex and difficult 


to understand until open controversy has developed between the 
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Weparvmen, Of Defense and some ot its departments. 

The subsequent chapters will deal with the criteria 
Problem and controversies to relate their significance and 
implications to the financial management and operational read- 


iness of the Marine Corps. 
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SCOPE AND PERFORMANCE 


1953-1962 


During the period between 1953 through 1962 little 


CMadee was effected in the operation of the Marine Corps Svocx 


Fund and its inclusion or exclusion criteria. Etems were k= 


weeded by category with little or no attention directe< tovarc 


memececeivems that might be in conflict with the object_ves of 


A 
- 


wa 


Beeck Tund as a revolving capital fund; however, the wholemete 


inclusion of items was in accord with the Department or Deze: 
policy which specifically stated; 


The determination of which items or n 
paomequlpmen: Shall be Included or exclude 
Fund shall be made by category of material a 
vidual items, subject to such exceptions as are hereina. 


ran) 
av 
Q 


ter] 
ix 
nd 


Sevenouth. dhe term “category” sshall be considcroe vom 
the standard material groupings or subgroupings which ‘ay 


used by the military departments for assignment of suppl 
Monasenent TeSponsipLlities or organizational elements. - 


The order described the types of materials that wer 
to be included and generally allowed only these exclusions: 
Capital type items such as real estate, buildings, installed 


equipment and major items Of alrcrafit, weapons or vericiles, 


ly, De. We partment. O71 wert ense negulations GOvern | ie 


Stock Fund Operations, DOD Directive 72007 LT Decenoer nO 56. 
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SiPeeeceiiomscil |! tna, Trescarcm anc developmeny stage. 


Under this policy and other required procedures, the 























Hecwne Comps drafted its interpretation in the form oy the 
mereecea, Charter found in Appendix 1, Which places 2 geeeater re-— 
Servccvi1oOn On the Marine Corps Stock Fund than seems to be re- 
Guired by the Department of Defense. Section IV of tne Marine 
Corps’ approved stock fund charter says that all matexrials pro- 
cured and/or stored in the Marine Corps supply system to be 
mscesr1Or maintenance and operating purposes are autnorized to be 
Peoerread in the Marine Corps Stock rund, which nom@al.iy woulc 
anclude all consumable types of material and relatively min Ot 
ifeems Ol E€quipment, including parts and components useca in the 
manufacture, assembly, maintenance or rebuild of end-items 
micwmriitary supply system. The major categories of material 
Eeprovea for financing by the Marine Corps Scock Fund 2re sev | 
forth in the charter. All secondary items within these categories | 
of material (including spare parts) that were otherwise financed 
were to be included in the fund as expeditiously as possible. | | 
By 1958 and 1959 the Marine Corps Stock Fund had capival- | 
ized or absorbed approximately 969% Of the total line tems oe | 
supply within the Marine Corps Supply System, which amountec to | 
some 278,000 line items valued at $406.6 million as of June 30, 


~ 


1959.° The approximate number of line items and the value of 


~ > 
WL 


Y) 


2U. S. Department of Defense, Working Cavital Fund 


the Department of Defense, 30 June 1959, pp. Hee On | 
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the inventories for each of 


ai 


of June 30, 1959, were as follows: 


General Property 

Clothing & Textiles 
Ordnance, Tank, Automotive 
Subsistance 

rie 1 

Construction Supplies 

& Related Equipment 
Commissary Stores 
Communication, Electronic 
«& Electric 


Total 


*Less than 1 thousand items. 


Aporoximate 
Numoer of 
Line Items 


87,000 
5,000 


79,900 


ies 
L* 


29,000 


5,000 


74,900 


278,000 


ele a 


Gace Cilgpnt VSTOCK [Una —Cavezor les 2s 


Vatie foo 
inventories 
(Vat Piaons 
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j1.9 
»406.6 


One might observe that the above categories DOacre cally. 


eover the spectrum of Marine Corps material: however, there 


were item exceptions and exclusions that seem not to have been 


based on any particular authorized exclusion criteria from 1956 


through 1960, such as fire control equipment and armament items 


of ordnance tracked vehicles. 
exclusion criteria beyond that con 


Charter which was not adhered to in all cases, 


WiGh no: guidance relac ve “wowcne 


- - 4 


vaAaAL 


ned in the Marine Corps 


newly assigned 


Managers to Marine Corps Headquarters were hard pressed for 


answers. 
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New items enter the supply system génerally by one of 
three methods. A new item may be procured as a revlacement of 
paGciner=mmrem already in the supply system that was stock- 
funded; therefore the new item would be procured by and thus be 
@ part of the stock fund. This could be either a secondary item 
meme relatively minor item of equipment. _The SecOna Mevicemurecer 
Which a new item may enter the Marine Corps Supply System is 
moeeouehn the major procurement appropriations program and thus 
MeienOt be included initially in the stock fund, and third, an 
item may be bought as a@ support or secondary item to a maior 
meameprocured under the second method. An item procured under 
the third method must be designated as either an appropriated 
meeres account or stock fund item. 

Unborcunabely, -on OGCasion an essential support ivem 
will not be procured because of an assumption dy one management 
system that it will be bought by the other. The procurement 
selection method was arbitrary through 1963, even though some 
Clarification instructions were issued that year. Had one made 
pmaeinGguiry to a number of different technical program managers 
of the Marine Corps as late as 1962 relative to what criteria 
determines whether an item will be procured from appropriated 
funds or from the stock fund, the answers would have been as 
wermred and different as the number asked. It is acoubtiul that 
any reference would have been made to any official directive, 
Marine Corps or Department or Defense that specified such 


Sigboersahs inlS can be contributed to the fact tnat the guidasce 
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Biaeceus UclLLli1 zed in the procurement processes made no reference 
memsuch criteria. 

Before it can be explained how a secondary item is 
designated for procurement by Elune ree tT AOGey euNecme emus soe. eG 
understanding of the process by which support items are pro- 
mugeae ond now 1t is related to the exclusion criteria. 

Wiem om DeLOne VheXsaevelopment Of a Ma jOr vem of feo m o— 
ment (i.e€., combat tank, cargo truck) a procurement tian is 
miciuded in the Marine Corps procurement program budget. Wren 
meemeguipment is authorized for procurement the Marine Corps 
Major Procurement Program Managers initiate a "Procurement Work 
Order" which indicates the quantity to be procured ana the runds 
authorized to be obligated along with other related information. 
A technical engineering expert will prepare the engineering 
Bewemeernd Specilications required in issuance oz the contracc. 
Concurrently he will also prepare a provisioning guidance docu- 
ment which will reflect those secondary items A equipment that 
will be centrally managed and procured from appropriated funds 
maeder Chan stock funds. Provisioning is the process of deter- 
mining the range and quantity of items (i.e., spares, repair 
parts, special tools, and test equipment) required to support 
end Maintain an end item for a specified period of time. 
secondary items refer to replacement assemblies, components and 
repair parts of a major item of equipment. 

The procurement metnod was usually determined through 


toe analogy that a similiar item for another piece of equipmexn? 
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momcOougG@esivnaved, tor personal reasons of the engineer or another 
__mmlomeexecucive, Or Chrough passive action allowing all the 
secondary items to be automatically funaeGsmoy sbile, SULOCKs Guna. 
Seldom would the decision be weighed against any published 
exclusion criteria. As inefficient and as inconsistent as this 
may seem there was relatively little confusion in the process. 
There are two significant points that snould be reviewed: 

1. The provisioning guidance documents should 
mepiklect the criteria or reference the official directives con- 
maining such criteria. 

2. That unless the procurement of the items, 
selected as appropriated stores account items, is planned ona 
timely basis consistent with the budgeting process, funds may 
not be available. 

The lack of definitive criteria in the Marine Corps has 
been recognized, according to available records, since 1958. 
Although many attempts were made to clarify the criteria there 
were only two significant policy decisions promulgated prior to 
May 1964. 

By an order of the Commandant of the Marine Corps, in- 
structions were issued in 1961 that all repairable electronic 
modules would be funded with appropriated funds in lieu of stock 
fundss 

All repairable electronic modules will be ASA regard- 

less of the type of equipment in which they are used. A 
module platter or circuit board is classed as repairable 
when one or more components mounted on or in the module, 


platter or circuit board may be replaced or repaired resuli- 
ing in a module, platter or circuit board that meets all 
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essential orginal specivications.? 

Another effort was made in early 1963 to clarify anc 
establish workable inclusion and exclusion stock fund criteria; 
Mowever, the operation and functioning of the Marine Corps 
Stock Fund had changed little by July 1963 as evidenced by the 
inclusion percentages shown on page 26. 

Department and Agency Stock “und Performance. 

To analyze the revolving aspects of the Marine Corps 
Brock muna, tb Must be understood that the organiZavioag, mission 
and requirements of the Marine Corps are different from those of 
whe Army or Air Force. The Marine Corps! requirements may 
necessitate that a greater percentage of its capitai be invested 
Mmaemobi lization reserves, Which influences the criteria thaz 
determines what will be included in the stock fund. 

Ime Mobilization reserve stocks will be excluded from 


eme statistical information and tables shown in this chapter 


pecause of the differences in the levels required by each service. 


However, peacetime operating, economic retention, contingency 
mevwencvion, and excess and surplus inventories are included in 
tne inventory figures upon which the turnover rates are based. 
Certain financial managers object to projecting the turnover 


rates in this manner to measure the effectiveness or efficiency 





Anetter irom Commandanu Of (Gane Marine Coros. Lo 
Commanding General, Marine Corps Supply Activity, Philadelphia, 
Penn., CSN - bjp, 28 September, 1961. 
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of a stock fund. It is a fact that stock funds reflecting low 
inventory to sales ratios generally have less difficulty in 
Supporting their budgets, whereas those systems with high ratios 
have had to justify budgets in greater detail to obtain funds 
with potential jeopardy to operations and programs. 

AS @ result of the stock iund exclusion criteria estau— 
lished by the services ,there is a wide dispersion in tne per- 
centage of their total line items included therein. The 
approximate percentage of the total line items stockec by the 
my, Marine Corps and Air Force that were financed by their 


respective stock funds in the fiscal years 1959 througn 1963 


Are 
service Percentages for years. 

1959 1960 1961 1962 1963 
Marine Corps 99% 97% 98.8% 98% 98% 
Army 90% 85% 8 5% 85% 8 57 
Air Force 8% 5% 3% | 2% 1% 


These percentages illustrate the scope of stock funded items 
Within each service. Table I, page 16 reflects the major 
categories that make up the above percentages. 

There are certain categories of items in Marine Corps 
and other service stock funds that meet all the desirable 
characteristics of the inclusion criteria. These items have a 
melavively high rate of turnover and require a smaller amount 


Of capital investment. They include the categories or clothing 


in =a 
U. S., Department of wertense, Working Capital Funds of 
the Department of Defense, 30 Ju.c, 1959-1963. 
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and textiles, fuel and subsistence commissary stores. 

Tape Gy page 2o illustrates the desirability of utiliz-— 
ing a working capital revolving fund to finance items of this 
nature. The inventory values shown include all stocks except 
the mobilization reserves. The table reflects the sales and 
average annual inventory for the items of the Marine Corps for 
the fiscal years 1959, 1960 and 1961. The average annual in- 
ventory was calculated by adding the beginning and ending mobil- 
ization reserve stocks and dividing by Ewoe Table 3 also 
Mmaewudes, for comparison purposes, the turnover rate of these 
categories experienced by the Army and Air Force. The turnover 
meeene inventory is computed in relation to the reimbursable 
issues at the standard price (sales). This turnover or ratio of 
sales to inventory shows the number of dollars of net sales for 
each dollar of inventory, exclusive of the mobilization reserve 
stocks. 

It can be noted that the Air Force has only one other 
Category in its stock fund other than those reflected in Table 3, 
hinenmeas the Marine Corps and Army carry three and thirteen 
additional categories respectively. The additional category in 
the Air Force Stock Fund is called Air rorce Academy. 

In reviewing the turnover rate of the categories in 
Table 3,it can be concluded that the basic principles and ob- 
jectives of the stock fund are being attained, which are to 
provide more effective management of inventories of consumable 


material and greater economy in the utilization of such materials. 
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SABLe.13 


TURNOVER RATE FOR SELECTED CATEGORIES 
OF MARINE CORPS, ARMY AND AIR FORCE STOCK FUND MATERIAL? 


Inventory and Sales Values in (000) 


Category Fiscal Years 


} 


1959 1960 : 1961 


Fuels & Lubs. 

Inventory 1896 1034 
Sales 5769 Paes 
Turnover (Times) 


Marine Corps 2.6 Sa 
Army 17 Dae Dial 
Air Force 8.5 8.6 8.4 
Clothing & Textiles 
Inventory 26220 13254 
Sales Zeegl5 Cae 35 
Turnover 
Marine Corps Ae lees 
Army 1.4 1.9 2.9 
Air Force | 1.3 ico 2a 
Subsistance and 
Commissary Stores 
cnventory 6457 6430 
Sales 4562 438296 
Turnover 
Marine Corps 6.9 PS 
Army Se Sie Cote: 
Air Force Sol 9.0 9.8 


Us or Department of Defense, Working Capital Funds of 
The Department of Defense, 3 Reports 30 June, 1959 pp. 93, 103, 
mice 1900 po. 101, 116, 1961 pp. 108, 119, 124. 

Ocategory inventory and sales information not avaiiable 
for the Marine Corps for the year 1960. 


This is accomplished through fund controls and the ouyer-~seiler 


relationship. This enhances the revolving characteristic of 
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the fund. Even though these items are included by category 
rather than on an individual basis, they are compatible with 
the inclusion criteria shown on page 10. 

AWenOLt rela be pOSiE Lon, OF departments and agencies within 
mieeLepartment of Defense, the Army, Navy, Marine Corps, Air 
Horece and The Defense Supply Agency concerning the inclusion of 
those categories, shown in Table 3, in the stock funds was cited 
in a 1962 Department of Defense Stock Fund Study Report. - They 
indicated that these categories generally have all the advan- 
tages connected with stock-funding items, there anpears to be 
no disadvantages and in fact historically these are tne types of 
items which led to the establishment of the stock funda. 

inegapoarcntudat Terences in tturcnever Within a given 
category among the three services reflected in Table 3 involve 
the basic principles of merchandising such as sales volume, 
demand and stock level objectives. As an example, the Air Force 
understandably will have a much greater turnover in fuels and 
lubricants than the Marine Corps or Army because of its high 
usage rate. 

im relating the total Marine Corps Stock Fund turnover 
rate, which is .3 for 1959-1960 and .4 for 1961, to the turnover 
rates of Table 3, it is obvious that these categories of supplies 


are making a significant contribution to the revolving nature of 





Pip S. Department of Defense, Operation Fund/Stock Fund 
meudy, October 5, 1962, pp. 27-28. 


! 





30 


the total stock funds. Determining the items of the Marine Corps 
eueck Fund that are jeopardizing its revolving characteristic, 
necessitates a review of the technical categories. 

The information in Table 4 has been developed on the 
Same basis as that of Table 3 but includes the years 1959 and 
1961 only, because the Marine Corps reports for 1960 were not 
broken down by categories. Table 4 also does not include any 
mabormavion relative to the other services. 

The low turnover rates reflected in Table 4 indicate 
why the total stock fund turnover rate is lower than the rates 
Shown in Table 3, page 28 . The turnover rates in Table 4 point 
Ouc, that for each dollar invested in the categories listed, less 
the mobilization reserves, sales have been only ten percent 
per year. It has been determined that many items in these cate- 
Pomies do have a relatively high recurring demand; however, the 
revolving characteristic of the stock fund is not enhanced oy 
tne inclusion of all the items in these categories. Under the 
Department of Defense Directive 7420.1 dated December 19, 1956 
individual items may not be excluded except those not fully 
developed for use or application, or there is a major contin- 
gency that an item will not be stocked as standard material for 
continuing use. 

There are several situations some of which are discussed 
iselow, that contribute to the incompatibility of including 
items by category. The data reflected infables 5 page 34 and 


6, page 35 relates to Fiscal Year 1964, and may not ve completely 
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TABLE 4 


TURNOVER RATH FOR SELECTED CATEGORIES 
OF ARMY AND MARINE CORPS STOCK FUND MATERIAL 


In Thousands (000) 


Fiscal Year 


Category 
1 1961 


Ordnance Tank & 


Automotive 
Average Inventory be igs LO 5 
Sales 15482 14348 


Turnover rate 
Marine Corps 


Engineer Supply 


Average Inventory 

sales 

Turnover rate 
Marine Corps 


Total Marine Corps Stock Fund 
Turnover Less Mobilization 
Reserve Stocks 





conclusive in all respects; however, it is considered to be 
sufficiently accurate to illustrate the contribution of specific 
classifications of material to their respective categories shown 
in Table 4 The percentages and turnover rates indicated have 
not changed significantly since 1961. 

Insurance type items - In the procurement of repair 
parts to support a new major item of equipment, some items are 
procured for which no failure is predicated through normal usage; 


however, if a failure is experienced or loss occurs through 
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accident, lack of a replacement item would seriously namper the 
operational capability of a weapon or weapon system. ‘Therefore, 
such items are purchased on a limited quantity basis primarily 
Because of the consequences of failure or loss rather than 
Because of the probability of such an occurrence. To help il- 
lustrate the foregoing, Mr. Dale Willbrandt cited the following 
Statistics related to the Navy Electronics Supply Office Stock 
Fund : 
In Fiscal Year 1962, some 80,000 items experienced no 
demand whatsoever. in addition, there were some 70,000 
items which experienced demands of less than $500 each for 
the fiscal year. In spite of what might be assumed of 
such raw statistics, the bulk of these items are not can- 
didates for disposal as excess. rather, they are required 
for insurance purpeses, reserve fleet applications, etc. 
Also, it must be recognized that thousands of these items 
are so new to the system that they have had no opportunity 
to experience a significant demand. In short, the non- 
moving and slow-moving portion of the technical inventory 
will always -remain his under Tae existiic CONCeDU.OT 
operations. 
Mr. Willbrandt's statement has been verified by a study 
conducted in the Marine Corps shown in Table 5, that of 8914 
insurance type items reviewed, only 7% have reflected any 
demand at all and in some cases less than 1% of the total in- 
vestment had revolved during a year. To some degree this ac- 
Sounts for a portion of the low turnover rates reflected in 
Table 4 page 31. 


Slow moving items - These are items that have a very 


low predictable demand rate and whose future sales are not 





Teale Wilibrand{,5 ocock Munding im Transition” ~ehay7 
Comptroller Review, "Vol. X, No 4. (1963)", vp. 16. 
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iikely vO maintain the fund's revolving characteristic. They 
differ from insurance items in tnat their impact upon the 
operational capability of weapons, weapon systems and equipment 
jmeenmot aS critical as the insurance items. Some of the items 
falling within this criterion are discussed below. 

Items procured and issued for a specific activity and 
not planned to be replenished or available for general use are 
purchased by the stock fund as a result or anticipation of a 
bill-of-material (B.O.M.) required to rebuild or repair major 
Paget tvems at the 5th echelon depot level. 

In Table 6, page 35 there are no turnover rates or 
expected sales in FY-64 of any items contained in the B.O.M. 
class which indicates that the B.O.M.'s are not to be utilized 
in the current fiscal year. Through calculation it can be de-~ 
termined from Table 6 that an investment of approximately £233,900 
will be frozen with no probability of any sales during Fiscal 
Year 1964. 

Class IV and chemical warfare items ~ These are items 
meocured and held for a specific application under specified 
conditions; for example, vehicle winterization kits, personnel 
arctic clothing, equipment and gas protective masks. sStock- 
funding these items violates the consumable, recurring demand 
and "the general prudential rule" criterion established by the 
Department of Defense Directive Tie Ore The chemical warfare 


entry in Table 6 reflects a turnover rate of .22 which is 





?u, 5. Department of Defense, Regulations Governing 
Stock Fund Operations, DOD Directive 7420.1 December 1956, p. 9. 
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| 

considerably higher than the average or median rates of the sea 
ing classifications. The class IV items while having a much | 
Meesner inventory value, are quite low in their turnover rate. By 
combining all the class IV and chemical warfare items and FY-64 
G@emands, it can be seen that the aggregate inventory value is 
approximately $16,084,400 with an estimated total annual sales 
anticipation of $675,800, which leaves approximately a $15,408,600 
investment or 96% of the total frozen and non-revolvine. 

There are items designed for one-time installation on 
femena item; i1.e€., modification kits which are purchased on a 
Basis Of one per piece of equipment and after application all 


stocks should be exhausted. Table 6 indicates that 89% of the 


| 
total amount invested in modification kits will not be issued 
during Fiscal Year 1964. Although higher than some of the other 
classifications in the table, it is somewhat lower than the total 
Marine Corps Stock Fund turnover rate of about .4. 

These slow movers-depot rebuild, class IV, chemical 
warfare, modification kits, sets, kits and chests find themselves 
imomsome derree, in each of the supply categories; i.e., Ordnance— | 
tank-automotive, engineer, communications~electronics, etc. 
mowever, only the Significant classes of these items are reflected 
in Table 6. For example, the ordnance-tank-automotive category 
does not include slow moving chemical items because the number of 
chemical items and the values thereof are small. 


An obstacle in the path of efficiency for the stock fund 


imomtne fact that the fund is limited by the doilar ceiling | 
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apportioned by the Defense Department and the Bureau of the 
Budget. If sales appear to be exceeding projected levels and 

' the buying program must be expanded to accommodate this future 
demand, joint approval of the Department of Defense and the 
Bureau of the Budget must be requested to obligate funds in an- 


meer pacvion of later reimbursement. Hence,-one of the strategic 


fund" is impaired. The"Jonnson Report” recommends corrective 
Peon by delegating more autnority to the stock fund manager, 


and as the committee put it: 


Bither the stock fund manager is efficient or he is not. 

If he is not then he should be removed. If he is efficient 
then he should be vested with the authority to operate 
efficiently and not be hampered and restricted by budgetary 
Pomcero! restrictions. 


The apportionment process relative to the stock fund 
is further criticized by each of the military departments: 


The Department of the Army states the effectiveness 
of stock fund operation depends upon the management 
ability to forecast customer demands, maintain a minimum 
inventory position to meet these demands. This reauires 
a responsive worldwide inventory distribution system. 

It emphasizes the evils of the apportionment process .... 
The Army states this impedes the revolving fund concept of 
financing and has served as a deterrent to timely procure- 
ment to meet customer sales during the year.? 

The Department of the Navy,. .. says apportionment 
COnvuror tS 10S mMOSst Serious deterrent to a more efrective 
use of the stock fund. The Navy believes apportionment 
COMmurol Ms unnecessary ,. = 05 LUealso meports the income 
to the funds is already controlled by the fact consuming 
appropriations are controlled by the apportionment system. 19 


| 

| 

| Concepts of stock funds, namely, to create a "true revolving 
| 





By, S., Congress, Senate, The Operation of Stock Funds 
in the Military Establishment, 86th Cong., 2nd Sess., 1960, 
S, Hes. LEME De 15. : 


7Ipid., pe 17. ?¥rIbia., p. 17. 
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imei rOGee COncucs Wich the Army and Navy. ~ It 
advocates elimination of apportionment control above Aix 


HOorce level. It states that it prevents stock fund operations 


on a “%Srue" revolving basis. 
After reviewing the forces working against erfective 
stock fund operations, Table 7 will be more meaningful. Table 7 
contains inventory, net sales and total Marine Corps stock fund 
turnover rates less the mobilization ASRSETE stocks for fiscal 


Years 1958 thru 1963. This table reflects that the total inven- 


tory declined while sales and turnover rates increased, signifying 


that the Marine Corps Stock Fund's effectiveness and efficiency 


had improved during the period. 


Over tne years, 100d,,iuel, clothing and” ceneral *propecty 


items have tended to most completely satisfy the stock fund 
inclusion criteria in concept and operation. They have satisfied 
the criteria because of good demand characteristics and stability 
in design and specifications and also because they were actually 
tne same or similar to commerical items. Even electronics parts 
and several other technics wuaterial items that were initially 
introduced into the stock fund tended to have the characteristics 
of general application, stability and adequate demand. I1t was 
not expected that in less than ten years of operation there would 
be categories of material where haif tne items would experience 
mo sales during a fiscal year. This happened not because of a 
Pence ieee econcepLy., bub because of Wholesale inclusion. o: 


nundreds of thousands of technical items on the assumption that 





litpbid., p. 18. 
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SOCK FUND ENVENTORY AND SALES STATISTICS? 
For Fiscal Years 1958 - 1963 (in millions) 


Fiscal Year | 
Items | | 


. , | 
De ee | 1960 1961 | 1962 1963 | 
as a = 





Inventories (closing) 


Long supply stocks $277 | $252 | $2831$149 | 3106 | $108 
Mobilization reserve 7a 7a 58; 56 | 62 35 
Operating stocks o¢ 83 | Dee | 83 ve) 

| 1 
Total Inventories SLO 5 | 5406 $3931S257 | 3251 | $236 


A. Inventories less 





mobilization reserves $334 | $335 | $335}/$201 $189 | $201 
B. Net sales $105 | $106 | $105/$110 | $124 2k 
Turnover rate Bea cou Bc 231) .55 E66. un woe 


UN. S., Department of Defense, Working Capvital Funds of 
the Department of Defense, 30 June 1963, p. 31. 
they generally meet the criteria for stock-funding. 

In response to a Congressional inquiry the Department of 
Defense forwarded what it considered to be the advantages of 
utilizing stock funding over that of appropriated (free issue) 


ec 


funds. It also included statements of disadvantages prepared 





\ 


12 assistant Secretary of Defense. "Letter to Committee 
on Appropriations, House of Representatives," Washington, D. C. 
20 October 1959. 
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by other than department personnel, and attempted to disprove the 
statements as will be shown iater. 

Even with this special interest shown by Congress the | 
Department of Defense did not indicate any intention to revise 
Mew inclusion criteria but instead. strived to justify the 
merent Operation in all respects. 

oome of the significant advantages of financing items 
through the stock fund over appropriated funds that were cited 
in the Department of Defense letter are shown below. !? 
Advantages of Stock Fund over Approvriated Funds. 

Congress and the executive departments can more effec- 
Prmely control the cost of operating and maintaining the mili- 
tary establishment through the appropriation of funds for tnat 
purpose. When other appropriated funds are used to finance pro- 
curement material which will be issued free, control of operating 
Be@svs is very difficult. Where stock funds are used, at least 
at the Miolesaic level, budgeting control and accounting for the 
total operation-and-maintenance costs is simpler, more econonical, 
and effective at every level, than when there are free issues ofr 
consumable materiel and only the remainder of operating costs is | 
subject to consumer fund control. | 


Where stock funds are used and consumers are fundec for 


management incentives for economy and efficiency which are abdsent 





| 
the total operation-and-maintenance costs, there are positive 
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wnen materiel is issued free. This is because the consumerxs 
meve Limvged funds and have the authority to decide for then- 
meuves NoW tO apply the funds most efrectively to accomplish 
their missions, for which objective they are militarily account- 


~ 


eee. tn this circumstance, first things must come first and 
costeconsciousness is engendered. Human nature will work for 
these objectives and not against them. When consumable maverial 
is issued free (because it is not financed under stock funds), 
consumers have no compulsion nor incentive not to be wasterul. 
In the past and at present there is no form of budgetary control 
Oyer tne unfunded cost of materiel which is issued free. Tnis 
wastefulness would be minimized if additional budgetary controls 
were exerted over total costs (and therefore unfunded costs). 
stock fund financing of consumable materiel provides an 
incentive for a central inventory manager to manage his stocks 
ana procurement more effectively than if procurement of the 
materiel iPS rfinanced unger -appropriaved AES BLLeCtive an 
ventory management means maintenance of well balanced stocks, 
effective distribution of stocks by location and liquidation of 
dead-stocks. Associated witn effective inventory management is 
effective financial management in such terms as reasonably ac- 
curate sales or issue forecasts, determination of minimum 
pihancial requirements to finance inventories, determination of 
minimum amounts of on-order requirements and budgets for pro- 


eumemene requirements. ‘the requirements for reindursement for 


all issues of materiel from stock funds for purposes of 


ee 7 
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consumption, provides funds for procurement to replenisn stocks 

PomucnisSunmave With issues. If Such issues are greater tnan 7ore- 
ease, the budget for procurement may be increased administratively - 
muring the fiscal year without processing a supplemental anv- 
propriation request as would be required if materiel were issued 
gree. The stock fund will accommodate an-increased turnover of 

meeckts Without increasing capital, within certain limits. 

The operation of single supply systems for the entire 
Mepartment of Defense at the “wholesale” level for common cate- 
gmories of materiel under “single-manager" assignments, has been 
facilitated by the use of stock funds. A separate unified sup- 
Piyesystem at the wholesale level has been created for the 
envire Department of Defense with respect to each of the several 
mejor common categories of materiel. In each case there is a 
Single-manager assignment to the Secretary of a military devart- 


ment. 


Disadvantages of the use of stock funds. 
Opponents of the stock fund have established what they 


14 


believe to be specific criticisms of the utilization of the con- 
@epe cO Tinance certain materiel, the most important of which 
are discussed below. As mentioned before these criticisms are 
disproved by statements of the Defense Department. 

One Pl ticles siG.bhav Uneanr li Cary fOrees 7isk= to 42 


greater degree the grounding of aircraft or nonavailability of 





Ibid. 
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Scuipuem:, 10, lack Of Spare parts.) if such materiel is *inanced 
mma svOCmmiund, However, tne degree of risk 1s proportionate 
Memtene Quality Of financial management, especially in the ccor- 
Gination of programming, budgeting and funding, and with good 
Henagzement the risk should not be significant. Military person- 
meme ecenerally fear impairing military readiness by reason of 
Peeperait Or other equipment being temporarily out of service for 
Haek Ol parts. They are accustomed to free use of spare paris 
mwemlons as they are in stock, and they fear the possioility or 
Pemne Unable tO use parts actually in stock at an installation 
if such parts are financed under a stock fund which must be re- 
embursed by the consumer from his allotted funds. This fear is 
mesGeacuvle in the area of aircraft operation and maintenance where 
Spare parts have not yet been financed under stock funds. 

MAOCMECT ECT I GLC smelS boaee ones use Ol STOCK Tune Ssyresc vi ts 
Mmrincreased paper work With greater administrative costs. in 
bme Main, paper work in the materiel area has mmeeneee ic ihe 
Army and Air Force in recent years. It has been attributec to 
maieceancroduction of financial accounting for all materiel woetner 
Sieetiol 1G is financed under stock funds. It is believed thazv 
the results are worthwhile in reducing stock levels and pro- 
curement, especially in the area of consumable materiel, and 
that the increased discipline of stock funds has brought greater 
benefits than previously. Another reason for increased paper 
work in the consumer area is the budgeting and costing of the use 


of consumable materiel by responsibility area, but this is true 





a 


Ld 


mauler Or NMOL Stock funds are used vO tinance the materiel. as 
indicated InIGecrnmuene AC Vantcateowcrec USe O] STOCKH TuUndS 4d coc. 
Sumer funding of cost of materiel to be consumed actue_ly re- 
duces paper work as compared with the condition wnich exists 
Mmmern the materiel is issued free. 

Cited as a disadvantage is the feeling that epvortionment 
control of procurement obligations under stock funds tends to 
destroy the advantages of the stock fund from the standpoint of 
miproving Supply management. This is a criticism of a partic- 
Milar 1Orm of budgetary control employed at the level cr the 
memeau Of the Budget and Office of the Secretary of Derense, and 
Mmem—ocu necessarily a criticism or the stock-funcd system. “Le is 
believed by some officials that financing technical maveriei, 
such as aircraft spare parts, under a stock fund is a mistaxe 
because Of Stock obsolescence losses which are bound tc ocgee. 
Maey pelieve such losses mignt impair the solvency of the stock 
mugen UOLesSs covered by Speciitic appropriavions to restore €25.- 
tal, and that requests for such appropriations would be lookea 
Open unkindly and perhaps refused. While it is true tnat stock 
losses are bound to occur in the stock fund upon disposal of 
Burplus Obsolete spare parts, such losses should be minimizec. 

In case of all-out war, the use of stock funds and con- 
Sumer fund control would have to be abandoned completely. Ina 
mimicved War, the use of stock funds and consumer rund control 
would nave to be abandoned in the combat area. Sone experts 


believe that all Tfrinancial controls should be the same in 
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Beacevime and in all areas as an all-out emergencies; this view 
is considered to be erroneous. In all-out peeae ics areas, 
Mmeiadeial controls generally must be drastically reduced. 
However, it is not believed wise to use this fact as a basis for 
Muscvitication of avoidance of financial controls in peacetime or 
imeareas nOt SUDject to emergency conditions. It is necessary 
MomavOid Waste and economize in order Co use resources effec-— 
wevely in providing maximum military readiness. 

Other advantages and disadvantages considered significant. 

The Air Force contends that unless there is & buyer- 
eemeeconr relationship there are disadvantages to the use of stock 
fund financing.?? LicwouUyel=scllom relavlOnsol sexiscs Wied 
tooaverlouvrLton Of inventories 1S made, for the most part, to agen-— 
fiecrwOuULSiLaG a service or to individuals reimbursing the fund 
mromeunecir OWn financial resources not subject to agency control. 
meeoraing to the Air force, a buyer=-selier relavionsnip does 
Moewex! se where a military department procures its requirements 
With stock funds and then buys them again with operation and 
Mativenance funds from the stock fund. The stock fund fi- 
pemcine., according to une Alr Porce, creates a oIcatien of 
effort, works against maximum utilization of available assets and 
eould impair supply responsiveness. 

Upon the establishment of the stock funds witnin the 


Department of Defense it was intended that the yvrinciples would 
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would be Uniformly applied tnrougaout the military déepertmexss. 


Without issuing specific orders, the Department of Defense expected 


Mme cOnSUmable items to be Financed through the use of stoc 
mands. Consumable materiel is distinguished from can. tal-type 
Mewer lel as follows: 


Materiel, consumable. Materiel which after issue from 
stock is consumed in use or whicn, while having continuing 
ite, becomes incorporated in other property, thus losing 
its identity (for example, spare parts). Excludes major 
components of equipment, such as aircraft engines, shiv 
propeller shafts, and electronic “black boxes". It is 
maomeacCt Leable tO Establish by Getinivion 2 precise diviei ne 
line between consumable materiel and “capival-type” 
MayuerlLel With respece voeecomponents of eCauloment. Uoweves, 
ey “COMPONENTS Of CQULpmMent which are SUSCEDELDSe Lo cost 
Pemerol UPON the basis of budgeting and.accoudvinge Tor the 
Gesu Of CONSUMDLEIOn should be considered to be ccnsumadbie 
MeamerTiel, and Ali»ouner components snould be cons _dere@ 
Won me Caplival—type maveriel. 
Mewemicl. Capltoleuvee. wll tvems of property, excep: weal 
estate and consumable materiel (q.v.), necessary for the 
equipment, maintenance, operation and support of military 
Seuryrvles WivnOuw GCisvLlmacvuLOn aS to their applicavion tom 
purposes Of combat, logistical support, or administration. 
Thus, by aircraft spare parts, is meent those items 
wscd in repair Ol alrerary and aircrarlvt eauloment, sur 
excluding major components such as engines ana electron se 
Derek bDOxes, Which are preservily considered to be capre 
type ace ee appropriave for financing under approprieved 
funds. 


This section discussed the performance of the stock 
ean from eaeepOlLiCy- making polntwor View. Uv further retlecred 
mae divergent views as to what type of items should be in- 
eluded in or excluded from the stock fund from a department 


level. This divergence of standards among the services primarily 
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Ueuee @amceeOuna Une -incivusron. Of Vechnical materiel. ine nex 
Secu lome wml Ss Chapter will exolore the performance o: the 
svock fund within the combat and support activities. 
Eeeck “und Performance at Combat and Suvport Activity eve... 
Since the Department of Defense and the Air Force could 
memmmeasree On the inclusion of technical materiel in tre stock 
fund and presumably for other reasons, Congress in March 1961 
Po wea letter to The Comptroller General of the United States 
stating in part: 
During the past several years Congressional nearings 
Nave revealed a number of weaknesses in the concept anc 
operation of the stock funds such as (1) divergence of 
standards of use among the services, (2) use at wholesale 
and retail levels, (3) items for inclusion and (4; rein- 
bursement procedures. 
ime PSubDSequcnusinauiry oy vine General Accounting Grtice 
Was directed primarily toward the technical matertel included 
in the stock fund which by its very nature elininated tne Air 
Boree trom review because, as previously established herein, the 
mmmoorece Gid Nob include technical materiel in their stock fund. 
TMnis approach to such a study has merit Tor two reasons: 
le. 2b must be @ssumed that tne comdav readiness 
of the Marine Corps, Navy and Army is as essential and equally 
Peme@lrriculie vo mainvain as thay of Une Air Force. 


2. if the other services are effectively uti- 


iene the revolving fund cOncepu of Linancing technical maveries: 





1’ Comptroller General of the United Stetes. Review of 
pvock Funds and Related Consumer Funds in the Devertment of 
Berense Part I[., Washington LD. C.g G.A.O., 1902, boo. 49-50 
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MicW@etue WwOoULd De Gifliicuivt to juse@iy the current ocsttion of She 
met fF Orce). 
The financial management related to administering che 


4 i* 


Pemasumer accounts seems to have caused considerable difficulty 


in obtaining and maintaining the appropriate depth and range 


woenepalxr parts, assemblies and components. 


TnewGencral Accoumu moe corueets Cevienw discvosed Toiae 


Mace reaciness Of combat troop units and ships in the United States 


and overseas areas was jeopardized by the inability to obtain 
meealr parts and other materiel that were available within The 
eeoecmeiund supply system. It Was establisned that unesonomical 


wemim Some cases illegal practices occurrea at certain supvort 


i8 


Seuivities because of the lack of consumer funds. Taws wee 


tOllowing conditions existed that could be eliminated or would 
Memempcen avoided had the technical repair parts been furnished 
Pomenme USer On a free issue basis. 


lw “Uneconomiecal  vractices (Co. overcome consuies 


fund shortages. 


Pen Legal pracvuices CoO Overcome Consume r= une 


shortages. 

3. Combat equipment allowed to become or re- 
main unserviceable. 

4. Training of troops jeopardized. 


5S.) Snips. Operating Wienous LTequived essentia 





18tmia., Part I and II. 
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mepalg parts On board. 
Bach of the above situations will be individuelly dis-~ 
meased FO Lllustrate the problems encountered when technical 


memerie! is included in the stock fund. The iviustrations sf 


Specific situations for the most part, do not directly relate to 


wae Marine Corps but the implications and situations genera_ly 
apply. These illustrations are not cited for the purpose of 


meesctioning the validity or necessity for the situations but 


meoewy 1060r the purpose of evaluating the inclusion criteria orcp- 


& 


lems encountered. 


Uneconomical practices to overcome consumer fund shortezes. 





This situation exists especially in support activities 
pucmeas a iield or depot maintenance facility. 

A fLicelid activity may exceed its echelon of maintenance 
My erepalring an item that should have been evacuated to a devo 
facility. For example in a European Command 3,600 assemblies 
were reconditioned at a cost of $221,000 that would have other- 


wise cost $430,000. The net savings in consumer funds was 


$209,000.19 Bven though a local savings was realized there were 


mMmaesicable implications in this practice. The failures and 


usage factors were not properly reflected in the supply system 


Which would tend to cause an increase in inventory at the support 


level initially and then an inadequate inventory level if the 


duplicate rebuild facility should cease to operate. Under these 





19Tbid., Part l,, p. 23. 
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BenG@weLOns tae SUPpPOrt Tac. lity may be uncerutilizea to suck en 
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Bxctent tse operation would ve wrecononical., I 
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tenance ship adequately accomplisnes its normally required work- 
moad Little time or labor should be available for assuming the 
mucres OL a high echelon activity. 

Major end items that are not financec under che stock 
mma Nave been replaced to avoid spending operating anc main- 
Memance funds to effect the necessary repairs. As a result the 
mevernment has incurred in some cases unnecessary transportation 
Beepenses at a cost considerably more than the cost of repairing 
meme Univ. 

On occasion, assemblies meld have seen needed to exzfect 
pace paix DUL because Of their high-dollar-vaiue, they were 
mivewedw1n 1Or credit FCO” ODpvain funds Tor a Nisner priorivy job. 
feemertunds became more plencviful the materie. was wreeuresesec. 

Reports to Headquarters Marine Corps show tnav at vines 
mMinaG Gerlciencies have restricved requisitions GOV DNOSe te ecits 
Pebiiea OrlOorivy 5 G€esignavor or tess. A priority 5 désignater 
Setieries vune Mmaleriel being requLsivtionea or purcnased 1s 1re- 
Wiberea 1Om an overseas Marine Coros combat unit, ana tne lackror 
which will impair the operational capability (combat readiness) 
of the unit.<} Crner DrLOriticcwes Jess Ureency mic omoe. meer 


Until sufficient funds become available. This creates an 


on SS 





20tpid., Part I., pp. 33-34. 


2lyu. $s, Marine Corps "Order 4400.16A CSN-4-baw, " 
Poerebpruary 1962, Appéncix c, Encl 1, ps c=2. 
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Mvecatitewperdenand picture and an ineriricient sporatic workload 
Pnrougnout. the supply channels. 

Illegal practices to overcome consumer fund shortages - 
To overcome consumer fund snortages non-stock fund items have 
been disassembled and the repair parts and assemblies curned 
Mammon cic SvLOCK fund for credit. Activities have obtained credcig 
/meeune amount of $1,075,000 for a single transaction. °* 

Combat equipment allowed to become or remain unser- 
Viceable - Insufficiency of consumer funds has in many cases 
meourtcved procurement of materiel to high priority items and 
Prevented units from obtaining necessary items resulting in combat 
Palmepment bDelng in an unserviceable condition. Gar tne ena of 
Fiscal Year 1961, a stock fund branch at one support activity 
moma nol provide needed materiel valued at leo LoO Go momen 
mMics because the units requesting the materiel did not have 
sufficient consumer funds to reimourse the stock func, even 
though the materiel was available. In another case, 31,045,563 
femen Or matveriecl was required, but could noe be vrovided pecause 
Om@enwivens requested were out of stock or enroute trom other 
depots; nowever, had the items been available insufficient con- 
sumer funds would have prevented their delivery. The following 
is a valuation summary of the major items by category tnat were 


Pea. lanie in tne stock fund bute could not be rturnished. because 


of insufficient funds:*? 





-2comptroller Generale. OC. Ci b.,e8p. 740. 
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Cave cory 


eranance items 

Quartermaster general supplies 
Pagnal items 

Engineer items 


Other 


Total value 


Value of availavols fate>te. 
PeGuULred Dut tou Gm OoL. oe 
issued 
2 405,925 

497,536 
te 956 
31, 644 


BO 20 


$1,154,190 


Untimely receipt of operations and maintenance funds 


Peeworven resulted in units being deployed without their required 


besic load of repair parts. 


EACaMarimcemUOnOsmics (Or bel Lee Yoni cles “remain on ocac— 


ieecenor CxXLeEnded periods Of time awaiting a revalir part racher 


than purchase a new major assembly at high cost. for cxampie, 


miemmain Engine of a tank recovery vehicle is a stock rund item 


Pade is priced at approximately $35,000. Occasionally venicthes 


have been held deadlined for periods up to 60 days awaiting a 


~ 


repair part valued at approximately $200.00 in lieu of turning 


Mmemune UnSserviceable engine, receiving credit in tne amount of 


about ~20,000 and buying a new engine at a net cost of approx- 


mice lywolS,000, ~This procedure was considered to be an ci— 


Meelent use of available resources. 


Had there been an emercenc,, 


combat operational plan there were sufficient back up vehicles 


Emarengine assemblies to prevent jeopordizing the operation. 


Umea iMinemoOr  Lroops j,6OpOrd! Zedg-. On ©CCaco2en) tne Tarine 
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Corps, as well as other services, has temporarily exverienced a 
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PpMrcealiment of training as a resulv of consteter funce. 

Bring the firs Watt sor Fiscal Year 1961, sme Arcy 
Perminaved many troop training acuivities essential to combat 
Paemameaness to reduce the need Tor maintenance parts and thus 
Memecreve CcOnsumer funds. Tne following training activ_ties, 
Bemsidered essential to combat esrectiveness or forces in Lurope, 
were curtailed or cancelled in Fiscal Year 1961.2 

ie SEMO Gaivistom fiecld Training exerc@séesi ice 
mieeuGged all river crossing exercises, and all artillery roee 
marches. 

2. Gasoline allocations were reduced by 30 ser- 
momrewiich eliminated certain stevs in progressive training anc 
Peaorolved the maintenance of the training proriciency. 

J. OEMOrecamoaccea Viens Were weronloe ve: Rew 
iielrZzi oe Ary run tank crew proriciency courses with cere result 
Miat tneilr proticiency was reduced. 

“bhe lack ©f Consumer Tunds mot only a eeaed the 
Meriilne buL also prevented the procurement of needed répair parts: 
Wremacnand and availability of certain items that were required 
py the Seventh Army are reflected in Table 8. In this case an 
inventory value of $410,783 could not be purchased althougn ade- 
quate assets were held in the stock fund. 

SDitkPoweperaAting WiLLheouL Tegqulmed, €Ssenlial repairs oer se 
om boarc = A General Accounting Orfice review cf thirty-one snips 


mysclosed that due to a lack of consumer funds nineveen shivs had 
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TABLE 8 


DEMAND AND AVAILABILITY OF 
SELECTED ITEMS REQUIRED BY 
SEVENTH ARMY FISCAL YEAR 1961 





Unfilled orders Available in Unit 
Items due to lack of Sure pe 
funds Stock Fund Cost 























Periscope Bi OG7s 427 63 
Oil cooler 402 135 134 
Transmission 289,305. 245 WO 75 
Engines 5,190. 197 865 
Winch 469. 251 469 
Engine Sn Seize 703 2,238 
Transfer 30,051 1,641 567 
Transmission BO I gio SZ 
Wheel Assembly 2,444 414 188 
Regulator 2.07 i 1,970 5B) 
Engine 24,447 1,835 843 
Differential 13,416 960 129 
Generator 4,697 ol? Ce 


Total Value 





AComptroller General of the United States. Review 
of Stock Funds and Related Consumer Funds in the Department of 
Defense, Part II., Washington, D. C., GeA.O. 1962, pe 25. 
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a repair parts shortage valued at approximately $400,000.29 

One of the more significant examples disclosed how the 
lack of repair parts could affect the mission of a ship, this was 
the shortage on an aircraft carrier of three parts (a rod and 2 
liners), items which were components of the carriers 12-gallons- 
per-hour liquid oxygen generator compressor. The purpose of this 
compressor 1s to produce liquid oxygen for jet aircraft to per- 
mit combustion in the jet engine at high altitudes. Although 
there were two four gallons-per-minute compressors on board they 
could not produce sufficient quantities of oxygen 6 meet normal 
flight requirements. 

Four destroyers reviewed for the status of repair parts 
and consumer funds revealed a shortage of 805 line items of ships 
and electronic repair parts amounting to $94,000 that could not 
be requisitioned from the stock fund because of insufficient con- 
Sumer funds. In fact the fund shortage extended to the next 
higher level (Force Commander); therefore, the ships were in- 
formed that requests for augmentations could no longer be funded 
and that funds were already perilously overcommitted with little 
nope for future relief. 

The Comptroller Generals Position. The Comptroller General has 
recommended that all technical repair parts and combat essential 
materiel be excluded econ the stock fund or that a change in the 


financial management pvrocedures be revised so as to discontinue 





25Ibid., Part II., pp. 27-39. 
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the use of operation and maintenance funds at the combat and 
service support leve1, 26 

From the information presented thus far it could be con- 
cluded on the surface that the inclusion of technical materiel f 
in the stock fund may be jeopardizing the operational readiness 
of our combat forces. 

The Navy admits that neither stock funds nor operation 
and maintenance funds have been available in relation to its 
requirements. Consequently, fleets have operated on an aus- 
terity basis which has resulted in continuous depletion of en- 
durance inventories. 

However, to remove all repair parts and combat materiel ? 
from the stock fund because of these isolated funding problems 
would be comparable to grounding all aircraft because a small 
percentage failed to perform to expectations. 

As an alternative,it might be suggested that unlimited 
operation and maintenance funds be provided which would in affect 
allow unlimited procurement. Either method would be incom- 
patible with two of the purposes of the stock fund which are: 

1. To provide a simplified means for consoli- 
dated management, financial control, and accounting for the pro- 
curement and inventories of those items of materiels, supplies ; 


and equipment, the costs of which are chargeable, when issued for 


use to a number of consuming activities. 
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2e To facilitate improved financial control of 
consumption of materiel included in such stocks through bud- 
geting, financing, and accounting for the use of such materiel 
at station level. 

To promote efficiency in any operation it is considered 
essential to limit, to some degree, the resources available or 
else all goods will be considered free. This is accomplished 
through restriction of operation and maintenance funds by defense 
management officials. Thus limitation of funds will no doubt 
increase cost consciousness on the part of the consumer because 
he is required to pay for materiel as it is drawn from stocks. 
However, the consumer must continuously guard against the pos- 
sibility of making savings at the expense of operational read- 
iness. 

Results of Questionnaire. 

To obtain current information concerning the fund defi- 
ciency question, a questionnaire was forwarded to four major 
Marine Corps Commands (see Appendix II) containing a list of 
some 700 items being considered for transfer from the stock fund 
to appropriated accounts. This transfer in effect would make 
the items available for use on a free-issue basis. 

The following question was asked: "To what degree, 
if any, will the migration of these items to appropriated stores 
account enhance the operational readiness of your command?" 

The answers of all commands unanimously agreed that the 


migration of the items contained in the questionnaire out of the 
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stock fund would have no effect on the operational readiness of 
their respective commands from a materiel standpoint. According 
to the replies, availability of repair parts, not the lack of 
funds, is the principal factor in producing deadlined equipment. 

The debatability of these answers cannot appropriately 
be explored in this paper; however, fund deficiencies have existed 
and do exist at the time of this writing. Whether or not the 
items contained in enclosure 1 to Appendix II are a part of the 
unfunded deficiencies is not known. It could be concluded, 
however, that had these items or all technical items been excluded 
from the stock fund, the available funds could have been utilized 
for other purposes. Conversely it could be stated that their 
budgets would not have included a Porrespondinie aonne of obliga- 
tional authority and thus the deficiencies, percentage wise, 
would have been the same. 

According to fiscal executives of the Marine Corps the 
reported deficiencies are normally the result of inefficient 
financial management, accounting and inventory control procedures 
on the part of field activities. Regardless of the circumstances 
that restrict procurement, the effect is the same - troops do not 
have the gear required. 

During recent years several Marine Corps Commands were 
restricted from buying any materiel except essential items, the 
lack of which would impair combat readiness. Funds were available 
however, to cover day to day type requirements, but funds to 


maintain the fleet stock accounts at the desired "requisitioning 








a7 


objective” were not sufficient. This is not to say that operation 
and maintenance funds were not available from higher authority, 
but it is presented to illustrate the difficulties experienced 
with stock~funded technical materiel. 

Summary. 

There appears to be no real difference as to the avast 
ability of funds and materiel under an appropriated account 
or stock fund system; however, materiel available from appro- 
priated stores accounts permits the customer greater flexibility 
and therefore could improve actual readiness. Under the current 
Situation and overall budgetary limitations consumer purchases 
from the stock fund are restricted. In such cases, operational 
readiness may be impaired. This is further aggravated by the 
fact that there are many items in the stock fund that are of 
high-dollar-value and usage is difficult to predict. One un- 
anticipated failure of a component costing $35,000 can throw a 
unit budget completely out of control ina parent quarter or 
even a fiscal year. 

The advantages and disadvantages of funding items 
through the stock fund over that of appropriated accounts, were 
discussed earlier in this chapter. Many facts have been brought 
out suggesting that perhaps all technical materiel should be 
excluded from the stock fund and procured with major procurement 
appropriations and furnished on a "free issue" basis. 

An appropriation (free issue) system contemplates 


financing of inventories of technical repair parts under general 
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appropriation accounts with free issue from central supply depots 
to bases or commands for use or consumption. The system pre- 
vails for the most part in the Air Force, to a lesser extent 

in the Navy and only for a few secondary items in the Marine 
Corps. 

From the field commander's viewpoint the free issue 
system provides him with the most flexibility and readiness 
because materiel may be requisitioned based upon his computed 
needs with no financial constraints. Constraints may exist at 
the procurement level due to fund limitations or supply level 
policies, thus restricting the availability of materiel. Ex- 
perience shows that incentives to conserve materiel resources are 
relatively weak under a free issue system. As a result of the 
general atmosphere surrounding a free issue system, financial 
inventory accounting has not been generally as reliable as under 
stock funding. This situation has been repeatedly demonstrated 
Where materiel has been transferred from Noo Lopriacion to stock 
fund financing. 

The appropriated account,"free issue" system is efficient 
when allowances are established by item at a relatively high 
organizational level and rigidly enforced. The best examples of 
this are major end items (i.e., combat tanks) and some high cost 
secondary components such as a rangefinder, a $15,000 component 
of a combat tank. These types of items can be effectively managed 
at a central inventory control point because of their compara- 


tively low density. They are usually issued as directed by higher 
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headquarters and requirements can be correlated with financial 
requirements at the level where ene funds are managed. 
Financial management of the remainder of the materiel 
in the supply system presents the principal problem. This in- 
cludes items such as shovels, hammers, spark plugs, fuel pumps, 
gas caps, tent pegs, canteens and approximately 317,000 other line 
meems. For all practical purposes the requirements for these 
peems are established by the user, except for nominal controls 
established by supply policy. Therefore, where this materiel 
is not under financial control, the withdrawals from the supply 
system are not related to any financial decision. The needs 


determined by the user under supply policies are requisitioned 


from the proper supply point and, if stock is available it is 
issued; otherwise, it will be purchased by the central agency 
providing funds are available. Under the restrictions of an annual 
budgeting process,more inventory would have to be maintained than 
under the revolving stock fund concept. 

While, at a given point in time it may appear that ad- 
ditional materiel resources are available under a free issue con- 
cept, this is not true for the system as a whole. The type of 
system does not increase total Department of Defense resources 
since these are fixed by assets owned, on order and financed under 
Congressionally approved budget programs, regardless of the system 
of management. Thus, materiel requisitioned by a user beyond 
real needs may deprive other users of needed materiel. Such im- 


balances have been considered as normal errors of a supply systen, 





a ke] fF ne 


ee ee ee EE es Oe 


LI LE ee 


Bc pees mye eer etd dirs 
wren oe a OO 


62 


and therefore do not get the same publicity as a supply shortage 
associated with consumer funds. Nevertheless, the shortages 
exist under any management system since resources do not meet 
total requirements as computed by all commands within a service 
reece partment. 

It is clear that there is no Single answer to the stock 
fund criteria question that meets all possible objectives to the 
exclusion of all others. It is a complex subject where advantages 
and disadvantages exist with respect to any individual course 
of action. Flexibility attained by an action in one area usually 
decreases flexibility in another area or may relax fund or supply 
control to an unacceptable degree. Conversely, controls or re- 
straints applied to the use of funds always run the risk of un- 
Wise or inept administration and undesirable results. No system 
iseperrect and the resent system, be it appropriated stores 
Becounts Or stock fund accounts, is not. 

Chapter III relates the methods eeanieed and revised 
exclusion criteria adopted by the Department of Defense and the 
Marine Corps. It will show how the Marine Corps and the Depart- 
ment of Defense have struggled with the various viewpoints to 
establish the revised criteria even though they realized that all 
departments, agencies or sections would not be completely satis- 


fied with the finished product. 
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CHAP IER. 1 i 
REVISION OF EXCLUSION CRITERIA 


Through the years the Marine Corps Stock Fund has evolved 
into approximately a half-billion dollar operation without a 
clear policy as to whether or not a particular supply item should 
be financed through the fund. Although many problems have been 
generated by the wholesale inclusion of technical items, the ex- 
clusion of all such items from the stock fund would be undesirable. 
Somewhere in between there must be an optimum degree of exclusion, 
keeping in mind that Marine Corps policy prescribes the stock 
fund as the preferred method of financing retail items susceptible 
to cost control on the basis of consumption. 

As early as 1958, action was initiated to clarify the 
vagueness of the inclusion and exclusion criteria that had plagued 
the Marine Corps Stock Fund since its inception. Through 1962, 
with One exception; no significant clarification of the criteria 
had been accomplished; although many attempts had been made by 
individual Headquarters Marine Corps Divisions, Departments, and 
joint committees. 

Two Divisions (G-4 and Fiscal) and the Supply Department 
of Headquarters Marine Corps share the burden in determining what 


the inclusion or exclusion criteria should be. Numerous concepts 
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and recommended criterion have been the subject of various 


——_ 


| 
| 

committee reports and stacks of memorandums that flowed between } 
i 


en 


these executive groups. Their contents were revised, changed, 
and at times heatedly debated prior to being either ignored or 
rejected by one or more of the departments. 

Senior executives of the Marine Corps have indicated 
that the responsibilities of the three divisions and departments 
in this case were not clearly delineated, and therefore had caused 


problems which became more acute as the stock fund grew in 
1 
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volume. 
The problems involved can be more fully appreciated after 
reviewing the missions and functions of the three groups, as they 
relate to management and coordination of the stock fund. 
The duties and responsibilities of the G-4 Division | 
which is headed by the Assistant Chief of Staff, G-4, (a Major | 


General) are: 


1. Mission.--The Assistant Chief of Staff, G-4, under the i 
direction of the Commandant is responsible for Marine Corps 
logistic plans and policies: determination of requirements, | 
program objectives and programs relating to material readiness. 
He determines the material requirements and material program 
objectives of the Marine Corps. ... He coordinates budget 
activities relating to the Procurement appropriation and the 
Operation and Maintenance appropriation. 

2. Hunctions 


b. Prepares guidance for formulation of Budget Estimate 
presentation to higher authority,. . . and serves as the 
general staff appropriation sponsor for the appropriations 
"Operation and Maintenance, Marine Corps" and "Procurement, 
Marine Corps.” 


® e e e e e e e e e e ® ® e e e e e e e ® o e e e e e e e e e 





lvemorandum from Quartermaster General of the Marine 
Corps, to Fiscal Director and Asst. Chief of Staff, G-4., 
CSN-2-vjk 26 Feb., 1962, Washington, D. C. 
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d. Interprets logistic directives from higher authority 
and prepares Marine Corps directives or other policy state- 
ments of the Commandant,. .. in the following areass. .. 
Supply distribution, maintenance. ... 


f. Reviews pertinent point logistic policy, doctrine, 
guidance and legislation. 


With these missions and functions the Assistant Chief of Staff, 


G-4, must approve any policy or operational change that will 


affect the appropriations under his sponsorship. A change in the 


stock fund exclusion criteria would naturally have an effect on 


the operation and maintenance and procurement appropriations, both 


of which are under G-4 sponsorship. 

The Supply Department under the Quartermaster General 
of the Marine Corps (a major general) is responsible for the 
management of the Marine Corps Supply System which includes the 
stock fund. The functions of the Supply Department are: to pro- 
cure, warehouse, distribute, and sell all materiel, equipment 
repair parts and supplies for the Marine Corps and to supervise 
management of the stock fund. Therefore, any supply policy 
change, whether it be relative to the stock fund criteria or 
otherwise, could not be effected without the direct involvement 
of the Quartermaster General. 

The Fiscal Director of the Marine Corps is not respon- 
sible for the policies established but is concerned with whether 


they are legal and conform to good financial practice. Thus any 





2U. S. Marine Corps, Headquarters Manual Vol. I & il 


B(not dated), p. 5-3. 


3Tpid., Pp. 9-3. 
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mects1On aealing with a change in the inclusion criteria of tne 


Marine Corps Stock Fund will fall within the mission and functions | 


mmeuneeti1Scal director, theredy requiring his concurrence. ~ Ehe 
Fiscal Director of the Marine Corps holds a civil service grade 
of GS-17 and carries the following duties and responsibilities as 
cited in the Headquarters Manual: 


1. Mission.--The Fiscal Director of the Marine Corps is re- 
sponsible to the Commandant of the Marine Corps for the for- 
mulation of fiscal policy and for fiscal and disbursing 
administration in the Marine Corps, to the end that fiscal 
and disbursing actions, policies, and procedures of the 
Marine Corps will be in conformity with law, good business 
practice, and applicable policies, procedures and regulations 
issued by higher authority. 
Zoe sume c TONS 

b. Has complete .responsibility for maintaining records, 
reporting and administering all appropriated funds and reim- 
bursements thereto for the operation and support of the 
herine Corps. « .« « is responsible for accounting for al 
appropriated funds allocated to subhead administrators av 
Headquarters Marine Corps. 
Coordinates the execution of approved budget plans, in- 
cluding securing apportionment of funds, allocation or al- 
moumeny Of funds to subhead administrators,. . . and the 
exercise of financial administration and control. 


2 ® e e e e e e e € ie) e e ® e e ® e ® e ® e e ® ® e e ® 


Monitors execution of all Marine Corps programs to ensure 
that the administration of appropriated funds allocated to 
the Marine Corps, complies with the law and the Commandant's 
Financial Plans.“ 


Thus, positions taken by the separate departments in the 
Marine Corps will depend largely upon the scope and the implied 
implications of the recommended exclusion criteria. For example, 


an item entering the Marine Corps Supply System for the first 
ees pn PS SES 


“Ate p. 6-3. 
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time will have little effect upon the stock fund even if it is a 
secondary item and is classified as an appropriated stores account 
(ASA) item. Such a situation occurred when the electronic module 
repairable items were excluded from the stock fund.” The sit- 
uation becomes more complex and difficult when a recommendation 

is made to exclude items that are not consumed but are repairable 
and are usually evacuated to a 5th echelon depot for overhaul 

and subsequently returned to the supply system. Under the pro- 
posed new exclusion criteria all new engines, for example, would 
be obtained with procurement appropriations and classified as 
appropriated stores account (ASA) items. However, it is not 
feasible to carry inventories of the same line item in the stock 
fund account and in the appropriated stores account. It would be 
necessary then to decapitalize the stock fund assets and reclas- 
sify them (ASA). However, upon such a recommendation the Quarter- 
master General and the Fiscal Director would advise that the law 
establishing the stock fund and Department of Deronee di recvurves 
prohibit items from being withdrawn without reimbursement of the 
stock fund. ® It is possible to buy the engines out of the stock 
fund with procurement appropriations but the legality of this is 


highly questionable under the circumstances. 





Letter from Commandant of the Marine Corps, CSN-bjp, to 
Commanding General, Marine Corps Supply Activity, Philadelphia, 
Pa., 28 September 1961. 


by, S., Department of Defense, Regulations Governing 
Stock Fund Operations, DOD Directive 7420.1, December 1956, 
DDe ml -19. 
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While the Marine Corps had made little or no progress in 
overcoming the criteria problems, the Navy had achieved more suc- 
cess. 

The Marine Corps received, from the Chief of Naval 
Material on about May 5, 1961, a proposed "Secretary of the Navy 
Instruction 7113" which contained revisions to the stock fund 
criteria. The proposed document represented two years effort by 
the Navy and had oeen completely staffed except for the Marine 
Corps. The last paragraph of the cover letter requested the 
Marine Corps to submit its comments within ten days.’ The Marine 
Corps was thus expected within ten days to reach a conclusion on 
a subject that had been beyond resolution since 1958. The pro- 
posed instruction contained criteria that had been the subject 


of previous recommendations offered by internal Marine Corps 
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groups, and proposed that if an item met one or more of the fol- 
mowene Criteria iC would be exciuded from the Navy and Marine 
Corps Stock Fund. 

1. Items in a stage of research and development, 
Subject to frequent engineering or design changes, items pro- 
cured and issued for specific installations and those not plan- 


ned to be replenished or available for general use. 


2e iLtems whose sales are not likely to maintain 


?Memorandum from Chief of Naval Material, to Maj. General 
wee niien, U.o.M.C.es Subj? Stock Fund Criteriay, May 2, 196m 








- EE ee a 





69 


the revolving nature of the stock fund. 

3. Items subject to high rates of obsolescence. 

4, Repairable items subject to being rebuilt 
Bitee 50m echelon depot. 

5. Items that are nonstandard. 

6. Items which, if subjected to a funding con- 
straint at the consumer level, could result in danger to person- 
nel or equipment. 

7« High cost items which are locally unpredict- 
able in demand and the acquisition of which at the consumer 
level would place a heavy burden on the operating allotments. 

The proposed criteria received general acceptance ex- 
cept for items 4 and 6, which were strongly opposed by the Supply 
Department and Fiscal Division. On June 9, 1961 the Chief of 
Naval Material was advised that the proposed criteria was ac- 
ceptable. However, the Marine Corps did not concur in excluding 
repairable items and items which if subjected Sh) a funding con- 
straint at the consumer level could result in danger to personnel 
or equipment.© 

In an attempt to satisfy the Marine Corps, the Navy 
revised the objectionable portions of the proposed exclusion 
criteria but it still was not acceptable to the Marine Corps. In 


1962 the Supply Department urged that repairables and personnel 





Sretter from Commandant of the Marine Corps, to Chief of 
Naval Material, CSS-l-als, Washington, D. C., 9 June, 1961. 
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safety items be excluded from the stock fund”, even though the 
official position of the Marine Corps had not changed. However, 
their recommendation was rejected because the wording gave the 
Quartermaster General too much authority relative to funds and 
Operations, which was an assigned responsibility of the Assistant 
Gnief of Staff, G-4. 

It was not until August 1962 that the Commandant of the 
Marine Corps concurred in the exclusion criteria proposed by the 
Navy, and then only after he was given authority to make ex- 
ceptions to the criteria as he deemed appropriate. 1% the Navy 
published a Naval instruction "SECNAV INSTRUCTION 7113.4 of 8 
August 1962," which contained the same exclusion criteria pre- 
viously summarized herein. This order did nothing more than 
authorize the Marine Corps to exclude items that met the criteria 
Couvained therein, it did not direct such exclusion. At this 
time, the Marine Corps had to pubdlish its own interpretation of 
the instruction. | 

On May 21, 1963 after five years of effort the Marine 
SemwseOlricially published a directive that provided excellent 
guidance as to what items would or would not be financed by the 
stock fund.t! Two Significant characteristics of this document 


7Memorandum form Q.M.G., to G-4,-CSN-2-vjk, 26 February, 
moo2. Enel. 1. 


10r etter from Commandant of the Marine Corps, to Chief of 
Naval Material, (CSS-l-baw) 4 August, 1962. 


11 commandant of the Marine Corps., inventory Control 


Directive Number 70, (CSS-Ia-bw), 21 May, 1963, Encl. 3. 
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Soule pe mentioned, The first is that 1t applies only to new 
fine ivéems envering the Marine Corps Supply System and therefore, 
the problem of deciding on the decapitalization of the items 
already in the system is deferred. The second significant char- 
acteristic involves the "in again, out again" repairable and 
personnel safety items. As can be observed pelow these items are 
not excluded from the stock fund by this directive. Since this 
femene first general policy directive concerning exclusion cri-= 
teria, it deserves to be quoted: 


CRITERIA FOR EXCLUSION OF ITEMS 
FROM MARINE CORPS STOCK FUND 


a.  Lvems in a research and dévelopment stage or ives 
mom Whicn budget and procurement requirements, quality con= 
trol and/or assignment to use require continuing logistics 
engineering, or fiscal administration and control at Head- 
quarters level. Items to be excluded under this criteria 
Will be determined by Headquarters Marine Corps. 

b. items procured and issued for a specific activity 
and planned to be replenished or available for general use. 

c. Items whose future sales are not likely to maintain 
the Fund's revolving nature by return of the stock investment 
Ipecause Of Little or no recurring demand. items falling 
Wiecaim this criteria include the following: 

(1) Class IV items and Class II, Type I, Chemical 
Warfare Items. 

(2) Items designed for "one-time" installation on 
an end item, i.e., modification kits (This kit is defined 
as one which meets the following requirements: (a) It is 
procured containing all material necessary to perform a 
modification. (b) Consists of 2 or more items, at least 
one of which is not in the MIR and not stocked in the Marine 
Corps supply systen.) 

(3) Items issued on an initial basis only with re- 
quired upkeep accomplished through component replacements, 
1.€., sets, kits, chests. 

(4) Items where replacement is usually necessitated 
because of accidental loss or damage, 1.e., radar pedestal, 
motion picture projectors, cameras, desks, table, chairs, 
cabinets, lockers, wheels, seats, safety belts, fenders, 
noOoas. DUMpEeErs, €UC. 

d. Peculiar items in support of high-cost end items 
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subjece to a high rate of obsolescence. Headquarters Marine 
Corps will designate the end items meeting tnis criteria, 
4.€., Madar Set, AN/TPS-32, Tactical Operations Central, 
AN/TYQ-1 and AN/TY-2. Should it subsequently be determined 
that these items are no longer peculiar, then a review should 


be made to determine if a change in funding method is required. 


e. items in support of end items which have a predicted 
service or program life of less than three years because of 
bechnological improvement, continuing product improvemenz 
mecMwevane in a Limited program Lire due to Lack of design 
stability. All questionable items will be forwarded to Head- 
quarters (Code CS) for determination. 

f. Items which cannot be assigned a firm standard price 
immediately upon entry into inventory or within a reasonable 
period thereafter. 

g. Items of high-cost and low-density which are locally 
unpredictable in demand and the acquisition of which at the 
consumer level would place an inordinately heavy burden on 
Operation allotments. Items of this nature should se de- 
termined Only after full consideration of Criteria a. throucn 
f. High ipgm cost will not be the controlling factor for 
emeclusion. 


The Marine Corps directive previously quoted createa 
additional problems while eliminating others. Now a new combat 
tank engine not previously stocked by the stock fund could be 
coded to the appropriated stores account (ASA free issue) under 
Peueerion “¢."* This resulted in a unit paying for one engine and 
getting another free even though both were of the same type. 
Further there were other items presently in the stock fund thav 
Seer noo meet the inclusion criteria under this directive. 

To establish a basis for the continued revision to the 
Marine Corps stock fund exclusion criteria it was necessary to 
review the steps taken by the Department of Defense, to recon- 


cile the problems and situations discussed in Chapter II of 
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wars paver. Resolutions to the problems and controversies ther 
had existed for many years within and outside the Deferse Devart- 
ment were undertaken by a study groupv consisting of revreseéa- 
taeves trom the Offices of the Assistant Secretary of Defense 
“Comptroller” and "Installations and Logistics" and a represen- 
tative from the Bureau of the Budget. Their work commenced 
during the month of August 1962 and they submitted their report 
on October 10, 1962. 

Pie Croup CONCAUd CdmenaumEne rl teria fOr 26 | Udineeren 
excluding material from the stock funds must be in terms that 
meave A Minimum of room for varying interpretations and Uthat can 
memcol1ced, with the difrerences resolved in terms of svecirics—— 
in other words, exclude items from the stock fund on an item 
basis meres than by broad PEROT After much study witnin 
tne group as well as with the individual services, it was ceter- 
mined that all secondary items would be included in the stock 
funds except: 

fisurancesnvens. 

items directly related to tne sarecvy of personmede 
Items coded for repair through depot level. 

Items in research and development stage. 

Locally “convroliled 1 vems. 


it is interesting to note the position of the Marine Corps and 





lborfice of Assistant Secretary of Defense. “Overacing 
Fund/Stock Fund Study," By Joint Work Group of Office of Sec- 


retary of Defense and Bureau of the Budget, October 1962. 
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PicmOrticor sel vLcCes relative Lo che above Exclusion cCriverion. Lec 
mists pe Uleerstood that the positions cited nere were as of 
September l, 1962.14 

Insurance Items- The Marine Corps and the Army did not 
Semcur With the exclu®ion of these items because their inclusion 
Gascouraged excess stock acquisitions at all operating .eveis. 
ithe Navy and Air Force agreed with their exclusion. 

Items Directly Related to the Safety of Personnel - The 
Marine Corps and Army recommended these items remain in the stock 
fund whereas the Navy and Air Force encouraged their exclusion 
meenuse Of their impact on combat effectiveness. The Marine 
Corps expressed the thought that all essentiai items had some 
melation to safety of personnel. 

Items voded for Repair through Depot Level - Inclusion 
of these items, said the Marine Corps, Army and Navy, wrovides 
amerreenvive tor the users to repair rather than draw a free 
replacement, and enables materiel to be available closer to the 
Pomiewor issue. Tne Air force indicated they should be excluded 
from the stock fund because there is no advantage to their stock- 
funded. 

Items in Research and Development - All four services 
momcurred With their exclusion. Ine exclusion of these iVems had 
been a policy of the Department of Defense since 1956. 


Locally Controlled items = in this case the Marine sConnps 
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Joined with the Air Force to exclude tnese items, but the Navy 
and Army indicated there were definite advantages to their being 
moe ludeéed . 

A reduction in the wide variance in the utilization of 


the stock fund that exists between the different services was 


indicated in 4a letter sent by the Secretary of Defense to Congress 


on March 30, 1963: 

nevised item definitions will permit a more specific 
determination of items to be funded by appropriations and 
by stock funds under the revised stock fund criteria, 
thereby establishing a policy that will lead to consistent 
practices within the department. 

Some items in Army and Navy Stock Funds (particularly 
insurance items and repairables) will be transferred to 
appropriated funding. 

some parts in Navy and Air Force eras be stocked 
funded that are not now in stock funds. 

On the basis and authority of this letter,the Marine Corps re- 
eerved authority not only to further revise their criteria but 
also to commence planning the decapitalization or migration of 
items from the stock fund to appropriated stores accounts. 

Upon receipt of this new guidance the Marine Corps ini- 

braced action to establish another set of exclusion criteria. 
Mmerner 1t Was experience or pressure from higner echelons, 

agreements were reached sooner. By December 1963 the current 
eriteria for exclusion of items from the stock fund had been 


agreed upon by the G-4, Fiscal Director and the Quartermaster 


General and approved by the Commandant of the Marine Corps. 





1 5uetter rrom Assistant Secretary of Defense to Comp- 
troller General of U. S., Washington, D. C., 30 March, 1963. 
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In the past the Marine Corps had projected a sonsevv- 
ative attituce toward the exclusion of items from the stock Yund, 
but the current criteria excludes a broader scope of items than 
appears to have been the intention of the Secretary of Defense. 

the current exciusion criteria in Marine Corps Order 
7113.1 dated 28 May 1964 contains all the features of the criteria 
shown on page 71 and also excludes items coded for repair through 
depot level and locally controlled items purchased for immediate 
use (i.e., office furniture, office machines, etc ). The complete 
criteria is shown in (Appendix III). 

The six year struggle since 1958 produced the most def- 
Peeuive stock rund exclusion roe Severs oroduced, wich tac 
exception of the first criteria that was established in the Navy 
i 139 3. 

The selection of items for stock funding now pecomeés 
a task of identifying items obviously suitable or unsuitable for 
stock-funding, and makes easier a judgment on Bose items wnich 
are not so clearly identified. 

Equally important to the advantage of being able to 
properly classify an item is, what are the management implications 
of this new criteria? Chapter IV looks at the situation from the 


overall stock fund point of view and also from the view of the 


USET. 
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CHAPTER IV 
MARINE CORPS MANAGEMENT 
IMPLICATIONS 

The decision to establish new stock fund exclusion 
criteria created two reactions: one, an immediate reaction in- 
volving the decapitalization of various items *rom the stock 
fui, and the other, a eee of long-range implications of the 
@feers10On On the stock fund account, appropriated procurement 
stores account, and operational effects on combat and field ac- 
Viv OLe S. 

Immediate Management Implications 

Tne immediate implications of the criteria as reflected 
in MCO:7113.1 (Appendix III) are in relation to new items enter- 
ing the supply system; however, immediate Deen also involves 
the planning and initiation of the decapitalization of non- 
Sieeveria contlorming items irom the stock fund account to tue 
exopreur.avead SbOres accounl. 

The most important considerations are vo insure thatecae 
migration does not disrupt availability or replenishment con- 
tinuity of the affected items and the financial integrity of the 
Marine Corps Stock Fund during the transitional period. 


According to stock fund managers of the Marine Corps, 
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tiem vems selected 7Or migrauion will be accomplished without 
Beimbursement which includes the items under contract but not 
delivered (dues). The information in Table 9 was collected and 
summarized to snow the total inventory value of the items being 
fomsiaeread fOr migration from the stock fund to the appropriated 
Svores accounts. The table further shows the portion of the 
total value of items due that must be paid for with stock fund 


Cacm and the estimated value of the total sales in each category 


for Fiscal Years 64 thru 66. The information while not absolutely 


BPeg@uuave, 1S adequate for planning purposes. At the time this 
paper is being submitted, the data is being verified or revised 
pomerecoulred. 


Immediate Implications to the Stock Fund. 





Under the new exclusion criteria there are approximately 
ieee tion line items that nave an average turnover rate of .it. 
Tavs) will allow the remaining capital investment to revolve av 
a more rapid rate. 

If the items are transferred to the appropriated account 
about July 1, 1965, the stock fund procurement budget may be 
reduced by the amount of sales expected from these inventories, 
which, according to Table 9, are approximately $6,626,000. 

A significant and immediate impact on the cash position 
Sould ececur tf the cost Of the items “due in™ consumes Coo muca 
of the cash on hand. The value of the "dues" for Fiscal Year 64 


was estimated at $7,538,000 which is 31% of the cash on 
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hand ($24,419,000) in the stock fund as of 30 June 1964.1 ie 
the event the projected replenishuent for Fiscal Year 1965 
emomLa exceed the amount oz cash remaining plus What will be 
meceivead from sales, the stock fund managers have a choice of 
Sraeaer @wequesting an incre@ise in capita from Conaress or, de— 
meeras the decapitalization of certain items until the cash 
BectoloOn improves. Headquarters Marine Corps financial managers 
have indicated the cash position for FY-66 will be adequate for 
Pdemmigration without resorting to either of the above alterna— 
one Ss. 

To reduce confusion to a minimum the items being trans- 
memreoa Will continue to be managed by the current inventory con— 
Paole DOLINS « 

With all the problems and actions involved in the tae, 
Voie rinee benetits are belnge realized. A physical inventory 
is being taken in an effort to accurately determine the status of 
each itven. 

Immediate Implications to the Field or Operating Activities. 

Again as in the case of the stock funda account the im- 
mediate problems and administrative actions are numerous, and it 
Will be the long-run effects that prove the worth of the decision. 

The first consideration should be; Will the current year 


procurement appropriations in whien the migration takes place 





ly, S., Department of Defense, Working Capital Funds of 
the Department-of Defense, 30 June, 1964, p. 82. 
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Witnstand tne cost of the estimated replenishment demand forecast 
Dyeecene Sueerk fund (1.6€., $6,626,000 FY-66 Table 9)? Even if the 
$6.6 million is available, will the demand reusain the same under 
the free issue system? It would be naive to assume that an SNe ei als: 
would be held in an inoperative state awaiting a TeEpalr pace 
under the free~issue system to the same extent it would under the 
purchase system. According to the Department of Defense Study 
Group, © it was estimated that repair parts financed under the 
stock fund and consumer fund system amounted to about 12% of the 
Mepeuc, Oi the major item supported. Conversely under the appro- 
priated stores account (free issue) system the same support would 
amount to about 25%. This ‘is due to the fact that an economical 
allocation of limited resources (money) is not requirec by the 
Pomcumer activities. More will be said about chis when the long 
Pomoc implications are reviewed, 

Adjustments to the operation and maintenance approvria- 
tions should oe reduced in the current budget year anc alloca-— 
Pons eo the consumer activities should also be reduced but cae 
Mieceion is by how much. The questionnaire shown as Appendix if 
containing a list of the repairabies, maintenance float and 
principal items classified in Table 9, was forwarded to all Marine 
Corps major compat commands and contained the question: "Had the 


items contained herein been migrated to ASA prior to me.bmission 





20ffice or ASSistanG secrevary of Detensce., Cveracies 
Fund/Stock Fund Study, By Joint Work Group of Office of Secre- 
tary of Defense and Bureau of the Budget, October, 1962, vo. 64. 
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of your FY-66 budget estimates, wnat would have been the estimated — 


meducvionmin the budget?" 

Before considering the estimates received in response to 
tne above question, it is necessary to refer back to Table 9 and 
calculate the projected sales of these items Marine Corps wide, 
which are $4,228,000. This sales estimate. includes all sales 
femeciie above commands plus sales to the repair and rebuild proj- 
SoS ae the Marine Corps Supply Centers. It is safe to estimate 
that more than 50% of the sales will be made to major Marine Coros 
Combat rorces. Assuming that 2.1 million of the migraved items 
niga be sold to the operating forces, one would expect theiz 
Fiscal Year 1966 operation and maintenance allocations to be re- 
muecal by the Same amount. This is assuming of course, that ail 
the items were transferred to the appropriated stores account. 
Thus, it was not surprising when these Commanders responding to 
the questionnaire estimated that their FY-66 budgets could be 
reduced by only 1.3 million. This indicates one of two situa- 
trons; either the estimates were deliberately low to offset fund 
deficiencies or the estimates projected by the operating forces 


@rethe stock fund were unréliabie. In either situation the 


Pexecutives involved must exercise care in this area, especially 


the first few years after migration of the items. 


Long Range Management Implications 
Upon the efficient and effective transfer of the non- 


Criteria conforming items from the stock fund account to ap- 


propriated stores account, various situations and new operational 
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"sale. Thus the administration involving the consumer is to some 


Cea caAcver i SticCs Will G@evelop. Tre most signi-icant Oo; these are 
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discussed below. 


Peclusionecr Insure ce and items. haven? 2nsua p emeue 


Peourring demand will make a significant contribution to the re-= 
volving principie of the stock fund which has been frequently 
Seressed. This anslenea CONUrI DUuLoOn can be realized. becauscees 
Mess Loss through opsolescence which generates an unacceptable 
eecnarce rate. 

Exclusion of items coded for repair through depot level 
is advantageous even though these items have & reasonably accept- 
pies dnventory to sales turnover ratio. However, it is not 
economical to stock-fund these items because of the accounting 
requirements (pricing, credit procedures and accounting while in 
a repair status). An item of this type may be illustrated with 
combat tank transmissions which cost approximately $18,000 each. : 
Peommrsrailure, the unserviceable itém is turned into vwne Local 
Beeeiwmrund branch and the user receives apour 50% CreGit. One. ceo 
hOom=tne Old een and in tuxn buys a serviceable one Tor tne vouze 
eeoww, 2ne stock fund will then repair tne 2:vém at Whatever cosy 
required and return it to the serviceable asset ledger awaiting 


ceoree €liminated . 


nr ee ee 


inere 1s anotner area. invelving the reveal rables Winco. 
Called "maintenance float" items. The administration connecvead 


With these items will be eliminated from the stock fund because 
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mearky all items so classiiica ar 
stock fund. | 

Pee mreaves: impece OF tCeis migratioe will be Oniyee 
Boley Management of tne appm viated account. Overall, the | 
management will generally be the same in that a change in the ! 


a] 


Mmirmenvory control points wili not be affected. However, a Standard! 





\ 
secondary items procurement allotment or appropriation will have 
Eemoc CStablishec to insure effective and immediate response to | 
meotenishment demands. | 
ane reccgnized advantages of the free-issue system re- 
flected on page 60 indicate that usage will be higher under this 
Syevem tvhnan when the items were financed under the stock fund, 
eeyocetatly 10r the high cost repairable items. In response to 
the usage question (in Appendix III) there is a general consensus 
Or Opinion that usage will increase unless adequate controls are 
Pameolesied. Controls and restraints applied To the use of “iree 
Beeue requisitioning authority or consumer funds can equal@y Ge 
Unwt Se. Certainly controls are required in this situavion beceuce 
incentives to conserve material resources are relatively weak 
under a “free issue" system when compared with those inherent in 
Poe ouyerce-seller relationships ae stock fund and consumer fund 
financing. However, controls should not be such that obtaining 
Morerrai tCneouen the use Of consumer funds is less dizi ieuire 


Under the previous Stock i und seri Ceria. provisrouern. 


was accomplished almost completely with stock fund monies. At 
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pees aua cle A20DCODrlaLee peocuremenl DrOokxrame Wat. S@ssume 4 seer 
mice SOGee ln this area. “fo insure avallability of “funds knere 
imise be an estimate for provisioning the procurement tyve tems 
mreeeaon NCW major 1tém of equipment contained in the Truturs = pre— 
eurement programs. 

On the consumer level, the budgeting process Will be 
PemplLizled because the slow MOVitie, UNpredicvaple ana repairapte 
Meme Nave been excluded from the stock fund. Conversely, oecause 


Baie 


OQ, 


Smeprosoucget requirement, more diitficuilty will be exverience 
PeosnCciaiiy evaluating logistical decisions of the comsat forces. 
Therefore, total program costs from the headquarters level will 
Bemmore Giificuit to develov since material costs are separecvely 
pmereted On & net procurement basis ratner tnar on a use or Con= 
sumption of resources basis. 

Pasecaliy Ghewimplicathoa tor Gileid A2cvivitiles we more 
flexibility in material positioning, and operavional Bis: GCOgmem 
Sm@eaeses. Soince there 1s no requirement vO reprogram constier 
moeds., eaministrative costs will Likely be less.» Thess are 
memorable implications and can be deveiopec invo an efilective 
support system providing their advantages are not neutralized by 


excessively rigid controls. 
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SUMMARY AND CONCLUSIONS 


Pienouch oie term) “stoce a und Was SOlmec in 1593 whe 
mevOlving fund concept of financing reaches back into the days 
fF Joseph, the siblical storekeeper. Regardless of wneze or who 
suarved this management technique, it has been in operation Lone 
emeuen sO that the specifications of scope and overatior. should 
bé as easy to follow as a road map. However, rrom the cay it 
pecame a general Defense Department program, the exclusion cri- 
teria has been a constant source of controversy. The system of 
Mamemement and permissive type policy under wnich the stock fund 
Seeeaves nas contributed to broad variances among the services. 


Within this framework, each of the military services 


}- 


Peemmietta Lae Sincere conviction that its current’ methods, pro- 
Scares, and policies tor supply anc financial management are 
Seacrupsculved LO SuDpors> its operational needs. Tne experience 
Bopmed Dy Gach Service, Tamiliiarity With tne advantages and Gis-— 
advantages of its metnod of operation and possible resistance to 
@jemec, all tena to reinforce and solidity these feelings wee nem 
Memlrucre Lhocic in-a@ situation that allows inclusion of alle cecne 
Pucetimmavemial and revalr parts kn che STOCK 1 Und Lom Cie. se 2 uce 
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and none in another, especiaily since both are subject to t 
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Same acirectives and controls. 


The Devartment of Defense criteria that 
meems WOUld or would not be included in tne svock T 


| Gefinitve until revised in 1963. As a result 


@meavead in ail 


ate ake 


AS reflected in Chapter 


Gr vtvne desire to be as efficient 


many VroOoLems wewe 
echelons Of management and Cemeeiecr Saculviguce- 
restraints on consumer funds 


as possible resultec in many 


eeravional deficiencies of combat and Supvoort activities. 


7 


| .wOt until the General Accounting Office investigated the 
Pyecuac. On WaS any positive eifort made to revise the criteria 


WoLen nad proven to be inadequate 
combat efficiency. 

PerLune Lack GO: j@ Delve rrexcuUSe tO 
management, 


fomeereeciOn. However; 


consumer fund dericiencies are bDiamed for the 


and in some cases jeopardized 


JUSCLIYV inert tervens: 


LU SeOutd Deme Pearly sunmderSvoOd “Vile cia 


® Merine Corps operates within overail financial limitations that 


MmeemGmoO ject FO the provisions and penalties of the"“Anti-De7ri= 


aes | 
ie 


Mmeecmency act." inancial resources 


requirements 
requires tne use of judgement in the application of 


emer anoroved requirements. No system can guarentee 


4 


Sei sSeravlon Or Judgement, Even VTnousen 1b can an 


| -cesigned to provide incentives for better management. 
i EpewourvOSe Ol the Svee cerund aSeour  iveds: 


@eovice a Simvlified mears Tor consolidated meanazene 


o> all departments in the Marine Corns; 


will never meet the total statec 


Therefore 
YTesSources vo 
against vad 
snould be 
mr 1963 
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Mee ueOurenc 2cCOuMCing FOr gue ocrocuremen. And Invemeasles 


emose Ltemicn Ol material, supodly aera ecluipmeme, tne cost O1me ca 
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Poomemeerreable CO a numoer Of COnSUMINg activities 
Mees maximizes sound finencial manazement of the unc cvhrougn 
meee vOlVing principle. it is 4 simple, G-rective method  7or 
Swmorcing cost consciousness and suvply discipline atv gne con= 
fomer Level through the buyer-seller relationsnin. 

LOracCOmMODlI Si =the above sur nose Une Se ECllOr oF iheus 
Memmene Stock fund snould take invo conmsiceravion tnat: 

itev «EO Venr Oree COSu CONSCIOUSHheESS and Suvelsyece. — 

Smeine requires that financial restraints be applied. To de 
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peemcecive the restraints must result in a saving yeu allow wae 


OY 
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emwoner LO Control consumption basea on a SeCurring ceman 
can be forecast effectively. 

Ze. OSLNCOmENe SvOCe TUNG BrOVvides 21a ieee o- 
meomowssimen Of inventories from sales tO 1S Customers, ia as 
Meeeascary that such inventories be Ghose tnat a seil., To the 
peepee m@urscvOoCcKk=i1Und Sales’ proceecs @re invested 2 maverial era 
Goce tov. SClly Or is sold at an abnormally slow anc vumeertaiz 
geavuct ce financial canabllity of Une Tund may be impaired. a Secs. 
mee yestOCck 1und inventories shoulepconsist Of 1.tems Wilea eve 
macdmcnt, recurring, end a preeicvable demand. 

there are two major Class#¥icevions of matverie!l an rele 
pLOme we Gie metnog of cunding;: 

1. Principal Ltems.. 2ne Cefinivio- 1s (promi. 


Wom pre sgix LL), “nese items shoule be excluded #2om taescec.« 
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fund for two reasons: 

&a. Management procedures adequavely  sro- 
wreeeuorecnlOSe COnTrol of Matveriek and Tinancial resources 2: 
weurcy and invencvory control pvoins echelons. 


en Povesteblish Turther constraints Tino. 
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& stock fund/consumer-fund system would serve only to complicate 
Memagement of the items. 
lage Secondary {tems are minor end items reviace- 
ment assemblies, COLTUS end -COMeuGeales Chace arencent etsy Wave ces 
eeestavlion, base, and depot stock levels are established by 
Meee ret issue experience. These items represent a field @erere 
| fem~amement COnvCrols are enhanced sy the cuyer-seller ~eiation= 
Saips, vous promoting a more effective management of resources. 


moiwer, ell secondary items are nov in every case adaostaolic ge 


oie eee —— 


Pwmeomcre conn cue of financing, and some exclusions are required. 
Tne Marine Corps very efrectively translated the above 
Cem@eeors into the “Criteria for a2xclusion or items From the Mayine 


as 


Cogec ovock Fund” shown as Appendix III. The scope is broad 


Pemmpoctinitive in explanation. The Marine Corps Order 7113.0 702 
noibem Appendix III] is a part, clearly indicates who wiil deévemmine 
how the items are to be classified, when it should be accomplisnec, | 
25 Well as now the selection will be mace. 

The criteria excluces a greater range of items than al- 
Sowed in the charver, which states, that alli secondary items of 


Baee caceeor.e€S rinanced under tne stock iunc will Be Sow aciicec. 


Mm 1s assumec the Marine Coros will apply for a new charter from 


a 
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Pale Department of Defense. 

Boemert Cem. Of vie revisea cerceri™ on cha sta (ERS. GHOVerent 
Grmec TOLLOWings vype Of items from cre svoc: Tusa whale une 
MeompLediy enhance its revolving characteristics: (1.e.,% Class IV, 
@temical Wartare, principai items, sets, chests and kits, and | 
slow movers). Their movement will enable the fund to increase 
Mmemoales to inventory ratio, aid in eliminating and preventing a 


#5 


ruture buiid up of long supply and large excesses, anc allow the 


fund to obtain the apportionments necessary to finance an inven- 

| 
Zomecoac Will permit improved sinoort to its customers. Con-= | 
Memocty, cne movement of these items out of the stock fund WEL | 
Doone wne Marine Corps to place controis over coOnsuzscion Shee 


Hememuonierent in the relationships between che stock fund and the 


emaentia? on ee Annee 


Operations and maintenance appropriations. 


wad 


ne revised criteria will tend to @nnarce tre overational ef- 


3 


fectiveness oi the combat forces. “he exciusion of the item 


+ 


meriected in Table 9 page 78 wili allow for more efficient wouc- 


Sevime because the items included are now more predictable =2 


Memama., Lhere will be more TLexibilivty in obtaining, positioz: 


‘S 
0S 


wemmainbvainine the repvairable»,itvems due to the elimineavion sor 
the funding restraints. The maintenance float by components is 
Demme ri mproved. as a result oz: the revised criteria and mizravion 


Or the items. 


Mre Overall cost to the Marine Cor xs will be Breater. The in 


eee ce Weate Of ~ene more EX pendSiVe  lvems 1S snc caved by Ssearc=— 


a + 


ments in response to Appendix ti ard the following: 
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Where some consumable material is is@Wedcd free, corysumers 
Hevce lO. COmsulSTOn Nor Incentive, nor TOmmec wasteful, 


#urther the Marine Corps stated in relation to stock-rundixs 
memalirables tnat: 


co) 


2nclusion of revairable items provides incentive for 
Cuscomer to repair component ratner than draw a free re-=- 
receneny. 


fete y and scope of the Marine Corp stock is based on the fol-— 
ema DOlicy factors; 

Te) The -estaebivs iment Of Sa. VOrea. 4s Casi tale 
meeeongress specifies that inventory investments snoulc revolve. 2 


a] 


Pemciusion. A general observation as v0 ae ei fe6Cctlve.ess yee cceme 
| 
Ze ihe Devartment or Véefense gave uae Mig vad, | 
@emartments authority to establish a stock fund for tne pursose 
Semmeerevicing @ simplified means of Tinancial management, improve | 
@emeoo! Of consumption and to provide a means of procuring and | 
Memes Supplies and materials. The objectives required to reaakrze 
Boe purpose were also specified.” 


Ge. the Marine Corps consicers stock 2Uncis2e< 





Loy, ®. Congress, Senate UYhe Operation of Stock pause in 
the Military Establishment, 86th Cong. 2nd Sess., 1960, nes 
Bove. 25-6 





Office of Assistant Pecrertary Ol Deteénse, "GQpersa cia. 
Fund/Stock Fund Study," By Joint Work Group of OSD and BOB 
Oct., 1962, p. 25. 


Di. S., Congress, S3ist Congress, lst Session, Natwvonal 
Security Act Amendments of 1949, Public Law 216, (Washington, 
Government Office, i949 





op Des) Vepartmens 01 Detensée, Heels Ulons Boovermia | 
k Fund Overations, DOD Directive 7420.1, December 19, 195%, 
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wae Drelerred mevnod Of financing revail item inventories sus-— 
eeptible ®o cost control on the basis of consumption.’ Con- 
femeceecly, tne Air Fores projects tne rollowing acvtitude toward 
Umer Operation of the stock Tund: 
meee We Drimary advantage in 2ne UseyOl SUOCK ites as on 
tnOse areas where distribution of inventories is @Rae, in 
Hares measure, to agencies Ouvusice the Air Force G2"0o 25 
mivecuals relimbureing the Furd trom tnheiz cwe tone 
mesOurces . . « 
ieee. POrce reports that where itis the sole or »sre= 
dominant user of the commodity there has been no daenon- 
strative evidence that the stock fund system of management 
has any advantage over other management systems.° 

Mlver Carciully “eveluavineg the Onesev onal resulve,Jeoe. 
Pome enc present, of various stock funds Within the Debartmens of 
Memcmce, it is clear that there is no single enswer that meets 
emo eeclOle Objectives to the exclusion of all others. In €2en 
case, advantages and disadvantages exist in any indivicual course 
Clmect LON. 

MOoweyver, tne poOlvey conce pus Uncer Willen Lie anion eae 
mueemeruna currently operates as controlled by the dérinitive 
C@mberha recently €stablishead 1s more in consonance Witn Uae ou. - 
Besessand Objectives intended by The authorizing legislation ang 
CmeeecLives, than has previously existed throwgnout the Deparcnen: 
Sieve ronsce. 

Aiteeugn this objective nas net beecneezained wWitnouTr die 


Pier, and av vie price Of Mucn. voll and vine, it fas denon= 


puUracee, thay NOLO INngsOl, réal Value comes Casyver a0 4 on cose. 





DUC er iain Corps, Stock Fund Exclusion Criteria, 
mCO 7113.1, 28 May, 1964, De OZ. 


CWe- 7s. Cone ress SoeCNate. ee. ee cl. cae. 
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APPANDIX I 


DEPAa ts) On D 
DEPARTMENT O2 THe NAVY 
CHARTER FOR THE MARIN@® CORPS STOCK FUND 


See OULHORITY 


Tne Marine Corps Stock Fund, esteblished urger charter 
approved 1 June 1953, is hereby re-established under the AuUCnOT~ 
ivy contained in Section 405 of the National Security act o2 
~947, as amended, and Regulations Governing Stock Fund Cpere cos 
(DOD Directive No. 7420.1) approved by the Secretary of Defense 1 
February 1954. 


ives © URPOSE 


To provide a simplified and effective means of managing, 
Somurotling, financing and accounting, through the use of 
working capital funds, for such materials, supplies and equiv»vment 
as are identified under Section IV hereafter. 


Til. MANAGAMENT 


Under the direction of the Secretary or the Navy arc the 
Commandant of the Marine Corps, the Quartermaster General of the 
Marine Corps will administer and manage the Marine Corns Stock 
Fund in conformity with such policy statements, avpropriate 
Bepudatvions and procedures as may be issued by higner auchoricy. 
Miemiamine Corps Stock Pund as covered by this cnerter excludes 
all material, supplies and equipment financed under the Navy 
Stock Fund which is established by separate cnarter ana managed 
pymeae = Valel Of the Bureau of Supplies and Accounts. 


IV. INVENTORIES 


All materials procured and/or stored in the Marine Corps 
supply system for issue for malntenance and operating purposes 
Smeeaurnori zed to be carried in the Marine Corps Stock Fund. 
Normally, this will include all consumable types of material and 
relatively minor items of equipment, including parts and con- 
POmemos used, in the manulacture, assembly, mainveracce or 
meeu¢ad Of end=i1tems for the military supply syste2- 


The major categories of material approved for Tinancine 
by the Marine Corps Stock Fund are set forth in the Apvendix 
attached to and made a part of this charter. All secondary items 
within these categories of material (including spare parts) 
SViemenvly Otherwise financed shall be included in tne -undeac 
Sxpeds elously as possible. 


Fu 
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Vee ooo tn DULLON LeVELS 


All material authorized to be purchased by the Marine 
Pom ys otock bund will be Carried tm the Bund at all supply 
centers, depots, and at designated stations and units as author- 
[zed and published in the Navy Comotroller's Manual, until 
meuowOr issued for use or until ovuner disposition is made. 


VI. OPEN ALLOTMENTS 


Open allotments may be issued as authorizec and pubs- 
feoned in the Navy Comptroller's Manual. 


Vil. EXCEPTIONS TO REGULATIONS GOVERNING STOCK SUND JC2aRATIC. 5S 


AS an interim measure, the following exception is sranted 
menaing revision of the Regulations: 


The requirements of paragraph 12(c) are waive. to permit 
the Department of the Navy to determine whetner direct expenses 
Small be charged to the gross proceeds of sale of excess and 


a 


PMm@eis PrOpervy Ccreg@ated bo the cash accoucy cr the rund. 


SUBMITTED FOR APPROVAL 


ASSISTANT SECRETARY OF THE NAVY 
(FINANCIAL MANAGEMENT) 


APPROVED: MAR 12 1956 





ASSISTANT SECRETARY Of JDoPoNSE 
( COMPTROLLER) 


MeajOr Categories of material authorized for financins under the 
fund per Section IV of the Charter 


ClOvUnine andes bexu1 bes 
LSC Cronies 

Engineer 

Fuel 

General Supply 

MOvoOr rans vore 
Ordnance 

Subsistence 
Commissary Stores 





A AS tr, ae are 
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DUP TIED POn APPROVAL 


ASSISTANT SECRETARY OF 


(FINANCIAL MANAGEMENT) 


APPROVED: JUN 13 1957 


(COMPTROLLER) 


ASSISTANT SHCRETARY OF 


i 








APPENDIX I1 
DEPARTMENT OF THE NAVY 
HEADQUARTERS UNITED STATES MARINE CORPS 


WASHINGTON, D. C. 20380 


Prom: Commandant of the Marine Corps 

To3 Commanding General, Headquarters, Fleet Marine Force, 
re CARs alr Owes Nieyigae yen | auseter ati glalis) 
Commanding General, Headquarters, Fleet Marine rorce, 
Pacific, 6/6 Bee woe imrancisco, California 


Subj: Graduate Senoed Researehn Thesis; “implications of the 
HeViSCO LOC mma sorilvCr Ta” 


Refs: ce) MCOe7 113 iew Chet 
feapave tie (1) Revised Stock Fund Exclusion Criteria Analysis Survey 


tm in the application of the new Stock Fund Exclusion Criteria 
published in reference (a), certain stock fund items (SFA) are 
Mer consideration to be transferred to appropriation funding 
(ASA). A research thesis is being conducted by the Navy Graduate 
Financial Management Program relative to the effects of this 
ewcemusi0n criteria on financial management and operational 
Meaciness within the Marine Corps. 


Mala SsuppOrle Of Chis thesis, it will be necessary to Obtain 
certain information as specified in enclosure (1). The re- 
Guested data will not be the basis for Headquarters action ror 
will the final study make reference to any command; the completed 
Suuay ils expected to be of considerable value to the Marine 
Corps. A separate enclosure (1), complete in as much detail as 
piace TCaple, Will be submitbed for each of the divisions and 
merece CLroop commands im your force. This data willl be forwarded 
not later than 1 February 1965 to: 


The Senior Marine Officer (Attention Major Don D. Beal, USMC) 
Navy Financial Management Program 

Hall of Government 

George Washington University 

Washimevon, D. GC. 


Le. F. Chanoman, Jr. 
Caner Of (ovad f 


7G 
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Dub): Graduate School Research Thesis: "Implications of tre 
Revised Stock Fund Criteria" 


Cony tO: 

Sc list MARDIV, FMFPAC 
CG 2nd MARDIV, FMrLANT 
ei ora) MARDIV, FMFPAC 
CG Forirps, FMFPAC 

CG ForTrps, FMFLANT 
Major Beal 


ENCLOSURE (1) 
STOCK FUND EXCLUSION CRITERIA ANALYSIS SURVEY 


ieee tnis enclosure contains a partial list of stock fwd (SA) 
items being considered for migration to approvriation swzores 
account (ASA). 


eee ne information submitted for reinforced commands should 
include the combined totals of the attached force units. Answer 
the following questions to the extent of avaiiabdle information 
and applicability: 


a. To what degree, if any, will the migration of these items 
tO appropriation stores account enhance the operational readiness 
Of your command? 

faa COMMENT On Ghe Tollowing, being as specific as possibile | 
aS to Why it snould be accepted as true or rejected as talse. | 
Make reference to specific items and situations where appro- | 
priate. | 
"It is estimated that the demand or usage for cer- | 
tain high dollar value ($500 and over) items will 
INGCreaseusieaii ts Cantiy upon tCneir migration Go 
appropriation stores account." 


3. In considering the effect of the items contained herein on 
your financial management, complete the information be_ow ana 
Commient, On 8 Sevarate sneet. as to the reasons for sizniiticare 
differences between the quarterly estimates and actuai expercdi- 
Pues. ine COmmenvs May beslimieved Go tne Gezrec tnese ites 

Sone rmpuprea vo une Gditierences and should consider buc nov be 
imited Fo the number of faliures of High dollar value items in 
relation to the anticipated failures and the availability or Tunds 
in relation to the demand for these items. 


_ tyre a 
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PROJECT 11 O&M FUNDS 
timates versus actual expenditures 

















=e en a a el Sa 
ag Quarter Budget Estimate Actual Bxpenestuzes 
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4%. Had the items contained herein been migrated to ASA prior to 
submission of your FY 1966 budget estimates, what would have 
been the estimated reduction in the budget by quarters? 


beeiaks any general comments desired relative to the effect of 
migrating these items from SFA to ASA and the exclusion criteria 
published with reference (a). 





= 2 ere 


MCO 7LUL3. a 
28 May 196+ 


APPENDIX TTI 


CRITERIA FOR EXCLUSION OF 
ITEMS FROM THE MARINE CORPS STOCK FUND 


ime Exclusions. Items which meet one or more of the following 
criteria will be excluded from the Marine Corps Stock fund: 


a. Principal Items 


(1) Definition. These are end items, reviacement 
assemblies, and parts of such importance that individual iter 
Meamaecemnent throughout the supply system, to include depot 
Mmevel, base level, and items installed or in the hands of using 
Pees, 1S required. These Specifically include items requiring 
weaural JHvenvory Cconvrol, including computation of recuire— 
tenes. Cenural procuremnenu, central direction of distribut.on, 
ena central knowledge and control of all assets owned sy tre 
lepine Corps. Under this criterion are items for which bucses 
erocurement requirements, quality control, and/or assignmér? to 
Wse require continuing logistics enzineering or fiscal adminis-— 


tration and _ control at this Headquarters. 
(2) Supplemental Criterion. Principal items are 


rurther defined as those items for which there is a require- 
ment at this Headquarters for knowledge of condition, location, 
and quantity of all Marine Corps assets thereof. 





Examples: Tank, radar, ammunition, magnetron, truck, 
radio, individual weapon. 


b. Items Coded for Repair Through Depot Level 


(1) Definition. These are not to be construed as 
all reparable items. These are major items--components/as- 
semblies/fend items--requiring mandatory exchange or return by 
users for fitth echelon repair by centers, cross~servicing, 
or contractors. Normally, these items would have the character- 
ieatles Of principal 1Lemsvim tnaberney require centralized 
individual management. 


(2) Supplemental Criterion. In order to qualiry | 
| 


Mnder this criterion, a major stem must have all of the fol- 

lowing characteristics which would make it a logical candidate | 
mor MLangaed TLithn echelon repair tOumeet projecved repilenisnmene | 
Eeoguiremenls fOr SeCrnviceaple =assevs Insbne Stores System: | 


(a) Lt iseanmaimpenance-sienificant comoewerre 
assembly, or subassembly; i.e., it qualifies for recoverabilivy 


100 





Sh tert Sr SS hf hh SPS Peal pr» mmm 
A A See Ry SS SS Ss teh sp nfl ts ees ns epee mans 


VO1 


Code R, as defined in paragraph 802.2a(14)(f), part H of MCC 
HoUO.14. 


(b) Its repuild entails skills, repair parts, 
tooling, and testing not available in the Fleet Marine =orces 
Sesauchorized by the maintenance allocation. 


(c) It can be rebuilt within the resources 
of Marine Corps supply center cross-servicing or commercial 
sources. 


(ad) There is a 65% probability that the item, 
wnen unserviceable, can be rebuilt at less than 65% of the re- 
placement cost, based upon best available technical opinion 
Gerzved in conjunction with contractor engineering data and 
recommendations. 


(e) The average serviceable use period of the 
jtem after rebuild is greater than 90% of the average serviceable 
use period of a new item. 


on Insurance Items 


(1) Definition. These are items which are not certain 
to fail (no failure is predicted through usage); but, if a 
Pemeiunre js experienced Or Loss occurs through accident, lack of 
a replacement item would seriously hamper the operational capa- 
bility of the equipment affected. Therefore, such items are 
purchased on a limited quantity basis primarily because of the 
Semecaquence Of failure Or Loss, rather than the probability of 2 
such an occurrence. | 


(2) Supplemental Criterion. In this category are 
Pveme which are stocked “just in case” of an accident, loss, or 
failure. These are items on which no replenishable demand is 
aioe paved . 


ad. items in Research and Development Stage 


| 
7 : 
(1) Definition. These are equipment and supporting 


repair parts undergoing rapid design change or modification 
such that design will not remain stable through an adequate 
Weanc Cevyeropmenu period before being replaced by another lten. 


(2) Supplemental Criterion. Items subject to this 


CieueerroOn are CNOse preceurecdat Or research ana development pur 
poses only, and those for which a design change is anticipated : 
Within 1 year after their procurement for in-service use. | 


e. items Having Insufficient Recurring Demand 


(1) Definition. These are items whose future sales 


_ 
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Smeenon likely vO malnvcoima ene Lunds revolving nature Dy [eee 
Gf Une Sveock investment because of Little or no recurring Cease. 
cocmoeteme ine waGhin this Criterion include, but are not Ti oevec 
me, vnée Following: 


(a) Items procured and issued for a specifi 


meuivity and not planned to be replenished or available for 
memeral use, 


(b) - Class IV items and Class II, Tyve i 


chemical warfare items. 


(c) Items designed for “one-time” installation 


Sumer end item: e€.g., a modification kit. (Such a kit ts defined 
as one which meets the following requirements: (i) It is vro- 
cured containing all material necessary to perform a modifica- 
tion, and (11) It consists of two or more items, at least one 

of which is not in the master inventory record (MIR) and not 
stocked in the Marine Corps supply systen.) 


(ad) Items used on an initial basis only with 


required upkeep accomplished through component replacements; 
Ceee, SCLS, Kits, chests. 


f. 


(2) Supplemental Criterion. None. 
Locally Controlled Items Purcnased for Immediate End Use 


(1) Definition. These are items which are not used 


Memes venivoly and, vnererore, do not require an overating level. 
These items will not be included in the stores system. 


(2) Supplemental Criterion. This criterion includes 
imOose 1vems nol Stocked win the Marine Coros supply system due co 


insufficient demand pattern.+/ 


Xo Mle cemeING Cale lnGtrEUmMenys, Oftice (Ural Vume. 
baSermainiveenance ivens, Cilice macnines= 
HUarcters euUrniouUre, Crainime al0s.  Otlice 
machine repair parts, COSAL items. 


i/ These items will be financed with end use funds. 


ENCLOSURE (1) 


ee 


| 
| 





BIBLIOGRAPHY 





= eta 
~ ae ee eg -  e 


BEoLTeGHArHY 
Books 


Hitch, Charles J. and McKean, R.N. The Economics of Defense 
in the Nuclear Age. Bostons Harvard University Press, 
1960. 

Public Documents 

U. S. Senate, Congress, Committee on Armed Services. ne 
Cweraw On Ol powocit@uunds inethe Military Hstablisehnment. 
Doe MEO emo omCone@.4 82d Sessa, May 2, 1950 

U. S. Senate, Committee on Armed Services. Title IV of the 
National Security Act Amendments of 1949. Public Law 
ZS Ss Ste COW, tse oCSs. Washingvon, Ds. C. Govern— 
ment Printing Office, 1949. 


Ube. Congress, 2/7 Statutes, 723, Act of March 3, 1893. 


Compunoller General of the United States. KHeview of Stock 
runds and Related Consumer Funds in the Department of 
Defense Part I and Ii. June and December. 1962, Washing- 
ton D. C., General Accounting Office, 1962. 


U. S. Department of Defense. Regulations Governing Stock Fund 
Overations. Department of Defense Directive 7420.1, 
December 19, 1956. 

U. S. Department of Defense. Working Capital Funds of the 
Department of Defense. 30 June, 1958-64., (7 Reports). 


U. S. Department of The Navy. Application of Revised Stock 


PUNO worncerra TOrmMionav.on Of Etems to tie Navy Stock 


Account. S&CNAV LNSTRUCTION 7113-7, 29 November 19635 
U. 5. Department of The Navy. Avvlication of Criteria for 


BPxcpuswon Of LULenise rom the Navy ocueock Fund. “soBCNAV 
ioe nUGd LON 7 Ll Oa on. thy 3. 1963. 


U. S. Department of The Navy. Criteria for Exclusion of Items 
from the Navy and Marine Corps Stock Funds. SiACNAV 


INSTRUCTION 7113.4. 8 August 1962. © 


104 





105 


Uo webenekunenmt of Ihe Navy er eCriverla Tor sExciusion-ofr Ite xs 
from the Navy and Marine Corps Stock Funds. SECNAV 
INSTRUCTION 7113-GA, September 6, 1963. 

U. S. Department of The Navy. Regulations Governing Stock 
Fund Operations. SECNAV INSTRUCTION 7113.2. 7 January 
ON 


U. S. Navy Bureau of Supplies and Accounts. Historv of Naval 


Stock Fund _and Naval Supply Account., 1945. 


U. S. Marine Corps. Headquarters Manual., Voi I and II 
(not dated) 


Waited States Marine Corps. Charter For the Marine Coryvs Stock 
MUntae Vole tl. Varine Corps oupply Manual, x1i—-xiii. 


tee. Marine Corps. Criteria for Exclusion of Items from the 


Marine Corps Stock Fund. MCO 7113-1, 28 May 1964. 


Commandant of The Marine Corps. Inventory Control Directive 


Number 70. (CSS~-Ia-bw) 21 May 1963. 

United States Marine Corps. The Marine Corps Suvply Systen. 
Vol. I, Marine Corps Supply Manual. (Chapter I Part 
Moroes tOloes)wileaa = l-e. (not dated). 


U. S. Marine Corps. MCO 400-16A CSN-4-baw., Appendix C, Encl l, 
February, 1962. 


Articles and Periodicals 
Willbrant, Dale. "Stock Funding in Transition", Navy Comtroiler 
Review Vol X, No. Dept. of the Navy, Washington, J. ©., 
(December) 1963 12-20. 
Unpublished Material 
Assistant Secretary of Defense. "Letter to Committee on Ap- 
propriations, House of Representatives," Washington, 


Dea COmOC Un. LO 59. 


Boot canuroeecrevary (Of werense..  Letler to Comptroller Genera 
of the United States.", Washington, D. C. March 30, 1963. 


Assistant Secretary of Defense. “Letter to Comptroller Generzral 
Of The United staces.'. Wasnimevon,. », CC. l04Aug.. 196c. 


Secretary of Defense. "Operating Fund/Stock Fund Study." 
Study by joint work group of OSD and BOB., October, 1962. 


—— 





106 


Chief of Naval Material. "Memorandum to Quartermaster Genera 
Cnelawmne COLDS. SoOUD J): po LOCK Fund Crivcerta.: 
May 2, 1961. 


Commandant of Marine Corps. “Letter to Chief of Navai Material.”, 


Commandant of Marine Corps. "Letter to Commanding General, 
Marine Corps Supply Activity, Philadelphia, Penn.", 
CSN-bjp., September 28, 1961. 


Commandant of Marine Corps. "Letter to Cnief of Nava. Material.", 


CSS-l-baw., 4 August, 1962. 


Quartermaster General of the Marine Corps. "Memorandum to 
riscal Director and Assistant Chief of Staff G-4.", 
CSN-2<vjk., February 26, 1962. 


Hempstead, John W. "A Study of the Navy Stock Fund, 1893-1952." 
Unpublished Master's thesis, The American University, 
VWascwanecon, Da C., 1953. 


Jones, Joseph F. Captain, USMC. “The Marine Corps Stock Fund." 
Unpublished Master's thesis, The George Washington 
Wiversity, washington, D. ¢., 1962. 


Personal Interviews 
Headquarters, VU. S. Marine Corps. Personal interviews wits 
Gmreers Of the Fiscal Division and Supply Departmen c. 
October, November 1964 - January, February 1965. 


Hempstead, J. W. Office of Comptroller, Office of Secretary or 
Defense. October 1964. 


Willbrant, Dale. Office of Secretary of Navy Comptroller. 
September 1964. 


pragvers | Ott lee: ot Comptrolier, Orrice of Secretary of Detense. 
October 1964. 


> 

















1 ¢ “pe 
! 1) 
tJ. ’ 


alt. 
WW YORK 


CTA A 





iz 


